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Can Income ‘Taxes Be Shifted? 


By Epwin R. A. SELIGMAN* 


HE shifting and incidence of taxation is one 

of the most subtle and complicated problems 

in the whole field of economic science, and as a 
consequence is attended by the greatest divergence 
of opinion among practical business men and the 
various classes of taxpayers. 

By the shifting of the tax we mean its transfer 
from the original taxpayer to 
some other person; and as 
the latter ultimately bears 
the burden of the tax we 
may call him the tax bearer. 


PPEAL for public support in the inter- 


est of a greater proportionate reduction 


indirectly connected with the original taxpayer. In 
other words, a tax which affects the situation of the 
original taxpayer may change the equilibrium of 
economic forces subsisting between him and his 
neighbors and may have widespread consequences 
upon the community, comparable to the ultimate 
effects that may be produced by any other change 
other individuals. It is nec- 
essary here again to hold in 
mind the distinction be- 
tween the direct relations 


In order that the tax may be 
shifted there must, of course, 
be some economic transac- 
tion as -between the two 
parties. In the great mass 
of cases these transactions 
take the form of an ex- 
change or a transfer of eco- 
nomic rights — generally 
through purchase or sale, or 
through rent or lease; and 
the question resolves itself 
into one of a change of price 
as between the two parties 
to the exchange. 


There is, however, another 
way in which prices may be 
affected, apart from the im- 


of surtax rates for the upper income ranges 
than for the smaller incomes has been made 
to a considerable extent by representation that 
individuals subject to income taxes are mere 
collectors for the Treasury Department and 
that they really pass the burden in toto di- 
rectly to the consumer. If that is true, there 
is no excuse for an income tax; it is about the 
worst possible way that could be conceived 
for taxing the consumer as such. 

It is important that the truth, to the ex- 
tent that it can be determined, be made 
known. Professor Seligman, an internation- 
ally recognized authority on the subject of 
taxation, and especially on the economic ef- 
fects of the various kinds of taxes, herein 
presents his findings on the subject. 





which make possible a shift- 
ing of the tax and the indi- 
rect relations which depend 
on the ultimate effects of the 
tax. This distinction is neg- 
lected by those who believe 
that all taxes are shifted to 
the consumer in the shape of 
higher prices—the so-called 
doctrine of the diffusion of 
taxation. Over a century 
ago a Frenchman contended 
in the relative prices of 
goods or services. 

It is obvious, however, 
that such a consequence de- 
pends upon the existence of 
further relations between 
the original taxpayer and 


mediate shifting from the original taxpayer to the 
tax bearer. The payment of a tax may so affect 
the position of the taxpayer as to influence his future 
actions. It may, for instance, cause him not only 
to change the price, but to alter the actual output 
of the commodities or services in question, as well 
as affect his desire to save or to spend or to invest 
or to do other things of economic importance. Any 
such change in his economic attitude may have a 
reaction upon other classes and may ultimately 
affect the prices of goods or services which are only 


*McVickar Professor of Political Economy, 
New York. 
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that a tax was like the injection of a drop of liquid 
into the veins of a human being: although intro- 
duced at a single point, it will at once be carried 
throughout the body by the circulation of the blood. 
Economic transactions in the community are like 
the circulation of blood in the individual. 

In this widely-held opinion there are two fallacies. 
In the first place there are some taxes which do not 
involve any further direct relations. A poll tax or 
an inheritance tax, for instance, is not necessarily 
concerned with anything that the individual pro- 
duces or sells; and it is difficult to see how such a 
tax can be shifted when the tax involves no further 
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direct economic relation between the taxpayer and 
other individuals. It is only in a very indirect way 
that a poll tax, by affecting the general purchasing 
power of the individual, may modify his demand 
for economic goods or services in general or that a 
high inheritance tax, affecting the readiness of the 
testator to accumulate wealth, may exert a subtle 
influence upon the entire economic process. But 
such indirect effects are very different from the rise 
of prices traceable to the imposition of the tax. 
There can, in other words, in such cases be no shift- 
ing of the tax because there is no further immediate 


economic transaction between the taxpayer and 
other individuals. 


Operation of a Tax Upon Net Profits 


The second fallacy in the general diffusion theory 
consists in the fact that, even where there are such 
further relations between the taxpayer and other 
individuals, economic forces may prevent any shift- 
ing of the tax. Take, for example, a tax imposed 
upon the net profits of a monopolist or upon the 
rent of a piece of unimproved land. . In the case of 
a monopolist, like the owner of a patented process, 
the price of the article produced will always be put 
at the highest point consistent with the greatest 
sales; this is the point of maximum monopoly rev- 
enue. If the monopolist were to try to raise the 
price beyond that point, his sales would fall off to 
such an extent as to reduce his net profits. If a 
tax is imposed upon the output or the gross profits 
of the monopolist, it may indeed lead him to revise 
his price schedule, because the point of maximum 
monopoly revenue will now have been changed by 
the tax upon his output or cost. That is, although 
he may now sell less units than before, his profits 
may be greater because of the increased margin 
between the cost and the new price. But if the tax 
is imposed upon his profits, it will not lead him to 
increase the price; for, if he could do this without 
cutting down his sales, he would have done it before 
the tax was imposed. What the consumer is willing 
to give is unaffected by what the producer is com- 
pelled to take. In the case of a tax on output the 
producer may find it to his interest to sell a little less 
at a higher price; because the less he sells, the 
smaller his tax: but in a tax on net profits his tax is 
reduced not by the falling off in output but by the 
falling off in profits; and if he increased the price he 
would suffer a double loss, namely in his lower 
profits as well as in the payment of the tax. He will 
therefore prefer to maintain his profits and pay the 
tax, that is he will not shift the tax to the consumer.* 


The same thing is true, although in an entirely 
different way, with a piece of unimproved land. Its 
price depends upon the amount of similar available 
land and the demand of those who want to use the 
land. A tax upon the land owner does not of itself 
affect either the one or the other. The amount of 
land is not influenced by a tax on the land, differing 
in this respect from a tax on the house which stands 
upon the land. A house is a piece of capital; and 
unless house builders secure the usual return from 
the investment of their capital, they will not build 


* Seligman, “The Shifting and Incidence of Taxation,” 4th ed. 1921. 
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houses; and the consequent shortage of houses will 
raise rents. In a tax on land, on the contrary, the 
supply is unaffected by the tax; and there is nothing 
to compel the user of the land to pay more than he 
did before the imposition of the tax. The result 
of a new tax upon the land, therefore, will be to 
bring about a lowering of the value of the land in 
the hands of its present owner; for a new purchaser 
of the land who will have to pay the annual tax will 
make allowance for this in the purchase price. But 
a tax on land cannot, as in the case of a tax on a 
house, lead to an increase of price to the person 
who uses the land. 

We have thus seen that the doctrine of the gen- 
eral diffusion or shifting of taxes is a fallacy, first 
because some taxes, like the poll tax and the inher- 
itance tax, do not give rise to any further direct 
transaction, and second, because even where there 
are such direct transactions, conditions may cause 
either the taxpayer to assume the tax voluntarily, 
as in the case of a monopoly, or necessarily, as in 
the case of land. In other words, some, but not all, 
taxes are capable of being shifted. 


We have mentioned some taxes that cannot be 
shifted. About some taxes that are generally 
shifted, there is also no dispute. In a tax on com- 
modities such as the ordinary excise or customs 
duty, everyone agrees that the tax tends to be shifted 
from producer to consumer in the shape of higher 
prices. The only question at issue is first as to the 
exact proportion of the tax which is shifted and 
secondly as to the possible ulterior consequences. 
Into the niceties of this argument it is impossible 
to go here, and those who are interested in this 
particular problem may be referred to a volume 
that has been written on the subject.* It may 
suffice to say that the proportion of the tax which is 
shifted, depends partly upon the elasticity of the 
demand and partly upon the elasticity of the supply. 
In everyday language, the degree to which the pro- 
ducer will find it profitable to raise his price depends 
partly upon the probable falling off in sales and 
partly upon the change in cost per unit which may 
attend the diminution of his output. As regards 
ulterior consequences, it will suffice to say that even 
where it is possible for the producer to shift only 
part of the tax to the consumer, it may affect the 
various producers in different ways and, by changing 
the conditions of the market, confer an advantage 
on the larger producers, tending in some cases even 
to produce a monopoly. Again, even though it is 
true that the tariff is a tax, the indirect effects of 
the tax may—not to say, as claimed by the pro- 
tectionists, must—confer such advantages on the 
domestic producer, especially in young industries, 
as ultimately to compensate for the increased bur- 
den on the consumer. But in all these cases there 
is no dissent from the opinion that the original 
taxpayer does shift the tax, in whole or in greater 
part. 


In a sales tax the same is true; the only point 
at issue here is as to whether the consumer suffers 
by more than the amount of the tax, or, in other 
words, whether there is a so-called pyramiding of 
the tax, whereby not only the tax but a sum over 
and above the tax is taken from the ultimate con- 
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sumer. The problem now before us is whether the 
income tax is like the poll tax, the inheritance tax, 
and the land tax, in not being susceptible of trans- 
fer in the shape of higher prices; or, whether it 
resembles a tax on commodities, or a sales tax, or 
the tariff, in being usually shifted to the consumer. 


The ordinary business man will find but little 
difficulty in answering this question. He is accus- 
tomed to include all taxes in his outlays or cost of 
operation; and when he considers the price at which 
he shall offer his goods, he is very apt, in the case 
of a tax, to add it to the cost of his raw materials 
and his overhead and then, after figuring a reason- 
able profit on this cost, to fix his price accordingly. 
But when we come to figure out the actual results 
of the operation, the situation is by no means so 
simple. It needs, in fact, a rather careful analysis 
of the various complicated elements in the problem. 


In the first place we must distinguish between a 
uniform or general tax on all incomes and a partial 
or special or exclusive tax on certain forms of in- 
come. Where the income is derived from property, 
the latter kind of income tax would be tantamount 
to a special tax on particular kinds of property. 
Examples of this are very common. In the case of 
property we may have a special tax on land or a 
special tax on moneyed capital or a special tax on 
mortgages, and the like. In the case of an income 
tax, an interesting illustration is afforded by France. 
The French income tax is composed of two parts. 
One consists of a general tax upon the entire in- 
come, as is the case with our Federal tax. Another 
part, however, consists of taxes on the separate 
constituents of income, such as income from land, 
income from professions, income from moneyed 
capital, income from business, and the like. Each 
of these taxes on the constituent parts of income is, 
or has been, levied at a different rate. Where such 
taxes apply to the income from property, there is but 
little difference between them and the customary 
property taxes provided the latter permit, as is not 
always the case, a deduction of debts. Where, as 
in some of the American states, indebtedness is not 
deductible from property, as for instance in the 
case of real estate in New York, the tax is tan- 
tamount to the impersonal taxes on the yield or 
produce of property as they are still found in 
Europe. But where debts are deducted and the 
tax is imposed on net assets or net property, it 
makes little difference whether we call it a tax on 
property or a tax on the income from property; 
for the selling value of property tends to be equal 


to the capitalized value of the income to be derived 
therefrom. 


When we have a series of special taxes on income, 
it is necessary to consider each class by itself. If 
we are dealing with ordinary competitive conditions, 
many such special income taxes will be shifted. If 
a tax, for instance, is imposed on the profits of a 
particular class of business, the tax will ordinarily 
be shifted. The argument is the same here as in 
the case of a special tax on the income of houses or 
on the income of moneyed capital loaned at interest. 
Why should the individual continue to keep his 
capital in a particular kind of business, subject to a 
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special tax, if by transferring his capital to some 
other field not subject to taxation, he can increase 
his net returns? Such special taxes, theretore, tend 
to be shifted; for otherwise the individual will 
withdraw his capital from that class of enterprises 
and the consequent diminution of supply will in- 
evitably lead to an increase of price. 


Effect on Wages and Salaries 


The same argument applies with certain reserva- 
tions to income from personal exertions like wages 
and professional salaries. In the case of ordinary 
unskilled labor, if wages are near the minimum of 
subsistence a special tax on wages (which in modern 
times is fortunately not found because of the in- 
dividual and family exemptions in the income tax) 
the tax will be apt to be shifted in first instance to 
the employer in the shape of higher wages, and he 
in turn may be able to pass the tax on to the con- 
sumer in the shape of higher prices. Where wages 
are above the minimum of subsistence and enable 
the laborer to enjoy a higher standard of life, the 
question as to whether he will be able to shift the 
tax to the employer in the shape of higher wages, 
or whether he will have to bear the tax himself and 
thus suffer a reduction in his standard of life, de- 
pends upon many conditions which can be summed 
up under the head of the relative resisting powers 
of both parties. Under actual conditions where the 
standard of life is tenaciously maintained, as in the 
United States, a tax even on the higher class of 
laborers will tend to be shifted. The same would 
be likely to be true of the earnings of the profes- 
sional classes, like physicians, architects, engineers, 
and the like. For, in the long run, if such classes 
were subject to an exclusive tax, it would, under 
conditions of free competition, lead to a gradual 
exodus to other occupations not subject to tax; and 
this decrease in the supply would naturally lead to 
an increase of the remuneration of those that re- 
mained. There are, indeed, exceptional cases where 
high professional earnings represent either mon- 
opoly returns or incomes that are fixed by custom 
rather than competition; and in such instances, like 
railway presidents and great surgeons, it is not at 
all impossible that, having already charged all that 
the traffic will bear, they would refrain from adding 
the tax to their prices or salaries. In the great run 
of cases, however, a special tax on professional in- 
comes, like a tax on wages where the workmen are 
well organized, is apt to be passed on. 


While special income taxes are thus ordinarily 
shifted, this result does not apply in all cases. For, 
as was pointed out above, a tax on the income of 
a monopolist, whether he be a business man or a 
professional man, cannot be shifted. Monopoly 
price is always at the point of maximum monopoly 
revenue; the monopolist will always charge what 
the traffic will bear, and a tax will not enable him 
to charge more. In the same way, as we have seen 
above, a tax on land, exclusive of improvements, 
cannot be shifted because there cannot be, as in the 
case of houses or other forms of capital, a change 
in the supply. An exclusive tax on land, however, 
like an exclusive tax on the dividends or stock of 
some particular class of corporations, even if it 
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cannot be shifted, will be capitalized into a lower 
selling value of the property, so that the new owner 
or purchaser will also not bear the tax. 

In the main, then, a special tax on the income of 
particular classes, with the exceptions just noted, 
will lead to higher prices, and as the individual 
taxpayer ordinarily thinks of himself in the light 
of one who is subject to special taxation, it is natural 
that he should generalize the above conclusion and 
hold that income taxes, like other taxes, are shifted 
in the form of higher prices. 


As a matter of fact, however, the situation is 
different when we deal with a general income tax 
such as our Federal income tax.* If everyone is 
taxable upon his income, from whatever source 
derived, there is no taxless field to which he can 
repair. If he pays the tax in first instance, he cannot 
improve his position by transferring his capital and 
his energies to some other business or occupation; 
for he would meet in the new enterprise precisely 
the same conditions, so far as the tax is concerned, 
as in the old one. How then can such a change in 
the relations of demand and supply be brought 
about as to render possible a shifting of the tax 
or an increase of price? If the tax is on professional 
earnings, there will be no exodus from the profession 
because of no prospective improvement to the tax- 
payer. The recipient of income from houses or 
from interest on capital will not be led to diminish 
his investments because, in whatever new fields 
he might be tempted to invest, he would suffer the 
same burden. The business man subject to a gen- 
eral income tax would also be in precisely the same 
predicament. So that in case of a general income 
tax there is no difference, as before, between con- 
ditions of monopoly and conditions of competition. 


What Determines Price 


But how now shall we meet the objection of the 
ordinary business man who tells us that he adds 
the income tax, like the tax on product or on sales, 
to his cost and thus to his price? To meet this 
objection it is necessary to discuss a little more 
fully the conditions which fix prices. 


How are prices fixed? It is obvious that while 
prices are affected by the conditions of demand 
and supply, the normal point around which the 
market prices oscillate is in close relation to the 
cost of production. Some commodities oscillate 
around a hundred dollars a unit; others around one 
dollar a unit. But when we say cost of production, 
we at once have to inquire: whose cost of produc- 
tion. Producers differ in ability and in opportunity. 
It is true that at any given time in the market all 
similar units in the supply of a given commodity 
must sell at the same price. If prices differ, it is 
because of differences in the brand or in the quality 
or in the speed with which the order can be filled 
or some analogous reason. But while there is only 
one price for exactly similar units of the same com- 
modity in the market at any given time, there are, 
under conditions of competition, always differences 





*The only point which mititates against the acceptance of the Federal 
tax as a general income tax is the 12% per cent rate on corporate income 
with individual credit for dividends. But as this credit applies only to 
the normal tax, it is really of minor importance. 
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in cost. Some producers have more ability; some 
factories are more favorably situated; some em- 
ployers get better results from their labor force; 
some individuals are able to reduce their overhead 
or to organize more successfully their advertising 
or selling campaigns. In short, some have relatively 
high costs and some relatively low costs of produc- 
tion. At any given time the normal price will tend 
to equal the highest cost of production. As long 
as the demand at any particular time is sufficient 
to take off the total supply of commodities pro- 
duced at different costs, the price at which the whole 
supply will be sold tends to be fixed at the point 
of greatest cost. Inasmuch as the price is fixed 
at the cost of producing the most expensive portion 
of the supply that is actually sold, the difference 
between the lowest cost and the actual price—that 
is the difference between the cost of producing the 
article under the most disadvantageous circum- 
stances and that of producing and bringing it to 
market under the more favorable conditions, con- 
stitutes the producers’ surplus or profits. Profits 
are the result of the industrial process; they do not 
represent cost, but surplus over cost. 


The next obvious point is that in actual life, under 
competitive conditions, the situation is continually 
changing. The more efficient producer or perhaps 
some newcomer in the field with more capital, or 
with improved machinery, or with better facilities 
for marketing the product, or with more ability to 
cut down his overhead, will endeavor to capture a 
part of the market by putting out an increased 
supply at a lower cost of production. The fact of 
this increased supply will tend to lower the price; 
and although his percentage of profits may be 
smaller than it would have been at the old price, 
the more fortunate producer expects larger total 
profits because of his ability to sell more. This 
increase of supply, at lower price, must manifestly 
injure the less efficient producer at the margin of 
profitable production. In every business there are 
always some producers who are able only just to 
make both ends meet; their machinery is antiquated, 
their capital is depleted, their private expenses are 
too great, their business activity and knowledge 
are no longer what they should be, and as a con- 
sequence their former profits tend to vanish. They 
may decide for a time to continue the struggle, hop- 
ing against hope; they may live on their capital; 
or they may deceive themselves by a fallacious sys- 
tem of bookkeeping, and figure out a nominal profit. 
But sooner or later that particular producer will 
find that he is getting no return on his industrial 
capital. He will abandon the business and his place 
will be taken by a more efficient individual. 


All industrial progress consists of such a change 


at the top and bottom of the line of producers. ’ 


Fresh capital is continually coming in; the dis- 
couraged are continually stepping out. Under such 
conditions of change the normal price tends in the 
direction of the cost of production under the most 
favorable, not under the least favorable conditions; 
it tends toward lowest cost, not toward highest cost. 
The actual price in the market at any given time 
is indeed always fixed at the point of highest cost; 
(Continued on page 116) 
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The Business of Taxation 


By ANDREW WILLIAM MELLON* 


AXATION is just like any other business. It 

must produce revenue without destroying the 

good will of the public or drying up the sources 
of income by overcharging. A sound system of 
taxation should produce revenue enough for the 
Government and, at the same time, reduce so far 
as possible, the tax burden on the people. There 
is no reason why the question of taxation should 
not be approached from a non-partisan and business 
viewpoint. In recommending a revision of the 
taxes, the Treasury has acted, not in the interest 
of any party or section or class of taxpayers, but 
of the country as a whole. 
The present tax system is 
producing more revenue than 
is needed for the govern- 
ment’s operation; the burden 
of taxation is excessive; and, 
while the necessity for it 
during the war was recog- 
nized and the load has been 
borne uncomplainingly by 
the country, the time has 
come for adjusting the taxes 
on a peace-time basis. In- 
deed, no other choice is pos- 
sible, for Congress is, in a 
sense, the trustee of the 
people’s money and rightly 
feels the most solemn sense 
of responsibility in its exer- 
cise of the power of levying 
taxes. 

The Treasury has accord- 
ingly recommended to Congress that legislation be 
enacted which will distribute the benefits of tax 
reduction among all classes of taxpayers and elim- 
inate inequalities which are having a detrimental 
effect upon the country’s normal development. The 
Treasury’s recommendations contain three out- 
standing features: (1) a reduction of taxes on 
earned incomes; (2) a reduction of the normal tax 
rates on all incomes; and (3) a reduction of the 
surtax rates. 


principles. 


There is no difference of opinion as to the neces- 
sity of enacting the first two provisions into law. It 
is merely a question of how great the reductions 
shall be. In making its recommendations, the 
Treasury has been guided by the necessity first, 
of providing a sufficient income for the Government; 
second, of lightening the tax burden, so far as pos- 
sible, on those least able to bear it; and third, of 
making readjustments of rates which will not only 
save the productivity of the system but will advance 
the general prosperity of the country. Under the 
Treasury’s recommendations, about 70 per cent of 








* Secretary of 


the Treasury. 
The Forum, 


Republished by permission from 


N TAXES just as in business, says Mr. 

Mellon, there is a rate which will pro- 
duce the largest amount of revenue without 
decreasing the volume of business. If too 
high a price is charged, sales diminish and 
also profits. If too low a price is fixed, sales 
increase but profits decline. 
ment is a business concern and its revenue 
should be raised in accordance with business 


Such principles, the Secretary of the Treas- 
ury maintains, are incorporated in his pro- 
posed rate reduction schedule. The assump- 
tion is that a reduction of the surtax maxti- 
mum to 25 per cent would make a material 
difference in investments in tax-free securities 
and other means of tax avoidance. 
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the loss in revenue to the Government will come 
from incomes below ten thousand dollars a year, 
and only 2% per cent from incomes in excess of 
one hundred thousand dollars. It is a compre- 
hensive plan, worked out as a result of the Treas- 
ury’s experiences, and is fair to all. 

I have never viewed taxation as a means of re- 
warding one class of taxpayers or punishing another. 
li such a point of view ever controls our public 
polity, the traditions of freedom, justice, and equal- 
ity of opportunity, which are the distinguishing 
characteristics of our American civilization, will 
have disappeared, and in 
their place we shall have 
class legislation with all its 
attendant evils. The man 
who seeks to perpetuate 
prejudices and class hatreds 
is doing America an ill serv- 
ice. He shows a complete 
misconception of those prin- 
ciples of equality on which 
the country was founded, if, 
in order to defeat a system 
of taxation that is fair to all, 
he seeks to array one class 
of taxpayers against another. 
Any man of energy and 
initiative in this country can 
get what he wants out of 
life. But when that initiative 
is crippled by legislation 
which denies him the right 
to receive a reasonable share 
of his earnings, then he will no longer exert himself 
and the country will be deprived of the energy on 
which her continued greatness depends. 


The Govern- 


This condition has already begun to make itself 
felt as a result of the present unsound basis of taxa- 
tion. During the war, the Government developed 
a system of surtaxes which were designed to make 
the man of large income pay more proportionately 
than the smaller taxpayer. If he had twice as much 
income, he paid not twice, but three or four times 
as much taxes. For a short time, the surtaxes 
vielded a large revenue. But since the close of the 
war, people have come to look upon them as a busi- 
ness expense and have treated them accordingly by 
avoiding payment at much as possible. The history 
of taxation shows that taxes which are inherently 
excessive, are not paid. The high rates inevitably 
put pressure upon the taxpayer to withdraw his 
capital from productive business and invest it in 
tax-exempt securities or find other lawful methods 
of avoiding the realization of taxable income. The 
result is that the sources of taxation are drying up; 
wealth is failing to carry its share of the tax burden; 
and capital is being diverted into channels which 
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yield neither revenue to the Government nor profit 
to the people. 

This is clearly shown by the statistics for the 
six-year period extending from 1916 to 1921. Dur- 
ing this time the country’s total net income in- 
creased over three times, whereas the total amount 
of incomes in excess of $300,000 a year decreased 
from nearly a billion dollars in 1916 to about 150 
million dollars in 1921, and the number of taxpayers 
in the $300,000 class decreased from about 1,300 to 
about 250. It must be remembered also that the 
surtax rates in 1921 were far higher than in 1916, 
and yet the amount of revenue received by the Gov- 
ernment from the larger incomes constantly dimin- 
ished. It may sound like a paradox, but the fact 
remains that higher surtaxes brought less revenue 
to the Government from the large incomes than did 
the lower rates. 


Maximum Rate Determinant 


In taxes, just as in business, there is a rate which 
will produce the largest amount of revenue without 
decreasing the volume of business. If too high a 
price is charged, sales diminish and also profits. If 
too low a price is fixed, sales increase but profits 
decline. This is a basic principle in the sales policy 
of any great corporation. If the Ford Motor Com- 
pany doubled the price of its cars, does any one 
doubt that it would sell fewer cars and consequently 
decrease its volume of profits, notwithstanding the 
increased profit per car? The Government is a 
business concern and its revenue can and should be 
raised in accordance with business principles. 


What rates will bring in the maximum amount 
of revenue to the Government? The Treasury es- 
timates that the highest surtax rate should not ex- 
ceed 25 per cent, which, with a normal tax of 6 per 
cent, will impose a total tax of 31 per cent on in- 
comes of $100,000 and over. It arrived at this con- 
clusion in the following way. At the present time, 
a man with an income of $200,000 pays a tax of 58 
per cent. He can invest in tax-exempted securities 
paying 41% per cent and receive as much net income 
as he would make in a business enterprise paying 
11 per cent. Good investments paying 11 per cent 
are hard to find, so the man of large income is more 
and more tending to avoid the risks of business and 
to put his money into tax-free bonds. There is no 
dearth of such securities available for investment. 
At the present time more than 12 billion dollars 
of tax-free securities are outstanding; and the loss 
of revenue to the Government over what it would 
receive if the amount were taxable has been esti- 
mated at a very large amount. The tax-free securi- 
ties outstanding would be unaffected by a constitu- 
tional amendment removing the tax-free feature of 
municipal and state bonds. Surtaxes, therefore, 
have two great defects: first, they are rapidly fail- 
ing as a source of revenue to the Government; and 
second, they not only encourage state and municipal 
extravagance and thereby increase local taxes, but 
they also retard the natural growth of industrial 
enterprise. 


It would seem necessary to reduce the surtaxes, 
not only as a means of saving the productivity of 
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the system, but also on account of the far-reaching 
effect which such a reduction would have on the 
country’s continued development. It is necessary 
to mention only one or two industries which would 
be directly affected by a sound revision of the 
taxes. There is still a shortage of houses in the 
large cities of the country. While this shortage may 
be traced in part to the high cost of labor and mate- 
rial, it is due also to lack of capital which, in turn, 
may be explained by the fact that surtaxes render 
it unprofitable for a man of large wealth to invest 
in housing enterprises. In order to make a reason- 
able return on his investment after paying his sur- 
taxes, the man of large income must charge rents 
which are excessive; and, as the wisdom of such an 
investment is problematical, the wealthy man has 
preferred the safe refuge of tax-exempt securities 
to the risk involved in housing operations. 


It is estimated that the railroads of the country 
will require a billion dollars a year for several 
years to come in order to provide new equipment 
and enlargements and to reduce the cost of trans- 
portation. In earlier years the railroads were able 
to maintain a reasonable proportion between their 
total stock issues and their total interest obligations. 
In the last three years under the high surtaxes, the 
percentage of new bond issues to new stock issues 
has constantly increased, and the time is rapidly 
approaching when the railroads will be unable to 
issue further bonds without substantial increase in 
their stock investment. Railroad stocks, as a rule, 
have been purchased by men of large income and 
the bonds have gone into the hands of the smaller 
investor. The recent decision of the Supreme 
Court, sustaining the validity of the “recapture 
clause,” effectually prevents any new stock being 
sold at a price which would give a man of large 
income an adequate return on his investment. If 
the railroads are to obtain new capital, a large part 
of it must come from the sale of stock; and to insure 
an adequate sale surtaxes must be reduced suffi- 
ciently to attract the large investor to that type of 
security. 


The surtaxes were a war measure and were never 
intended to become a permanent part of our tax 
system. They are becoming increasingly unpro- 
ductive and in recommending a reduction of rates, 
the Treasury has merely stated what every Secre- 
tary of the Treasury since the war, regardless of 
party affiliation, has recognized—namely, that the 
present system is a failure and must be revised along 
sound lines. Such a recommendation is not, in any 
sense, a partisan measure and should be viewed 
solely from the standpoint of the Government’s and 
the country’s best interests. 


Ii the Treasury’s recommendations are enacted 
into law, the taxpayers will save over $300,000,000 
a year, or more than $6,000,000,000 over a twenty- 
year period. During this time the budget will pro- 
vide for continued payments which will gradually 
reduce the public debt so that, if a sound system of 
taxation is adopted and the present policy of econ- 
omy in government is continued, the country may 
look forward during the present generation not only 


(Continued on page 108) 
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Time Limits for Filing Claims 
for Refund 


By ARTHUR J. GRAVELLE* 


have been made, subject to certain conditions, 

for filing claims for refund or credit of taxes 
paid for the taxable years 1917 and 1918, interest 
has been directed to the time limits within which 
claims for the various taxable years may yet be 
filed. A schedule of the expiration dates applicable 
to refund claims of corporations for 1917 and suc- 
ceeding years has been prepared, which may be of 
value to taxpayers. 

Specification of the exact periods of expiration 
is rendered a matter of some difficulty by reason 
of the existence of fiscal years other than the calen- 
dar year, the granting by the Commissioner in past 
years of various extensions of time for filing returns, 
and changes in the statutory provisions governing 
the valid claim periods. 

Taxpayers should utilize any benefit accruing 
from extensions of time granted them for filing 
1917 and 1918 returns upon individual applications 
made in due course in past years. This suggestion 
is in harmony with the interpretation of the Bureau 
that the due date for filing a return is by an exten- 
sion shifted to the expiration of the extended period. 
The schedule following takes into account the sev- 
eral “blanket” extensions granted by the Commis- 
sioner applying to 1917 and 1918 returns, and neces- 
sitated by the retroactive application of the novel 
and complicated 1917 and 1918 tax laws. 

Upon the subject of claims allowable, despite time 
limitations, on the ground of reduction of invested 
capital, it should be borne in mind that the pre- 
requisite as construed by the Bureau is an actual 
overpayment of tax for the year in which adequate 
deduction was not made from gross income; it is 
not necessary that there be a net reduction of tax- 
able-year invested capital. 

In connection with protection of the rights of 
taxpayers through the medium of claims, a few 
comments are made illustrative of the strictness 
with which the Treasury Department requires con- 
formity to the statutory requirements. 

1. The fact that a revenue agent’s report or 
Travel Unit report is on file in the Bureau, or that 
an audit is in process within the statutory period 
showing an overpayment of tax, or that the corpo- 
ration has been advised officially of an overpayment, 
does not entitle the taxpayer to the benefit of such 
overpayment where the taxpayer in fact had no 
claim actually on file within the period prescribed; 
this is true even though he lacked details of the rev- 
enue agent’s information and relied upon such in- 
formation. There is no “allowance” until the 
amount is officially entered on the Commissioner’s 
list. 


2. Where a deduction made on a return and 


A A RESULT of the extensions of time which 
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allowed in audit is later deemed insufficient, and the 
taxpayer produces evidence which is conceded to 
warrant a larger deduction, no benefit can be ob- 
tained unless either (a) a formal claim was actually 
on file within the statutory period, or (b) refund 
or credit was actually made by the Commissioner 
within such period. Relief is denied notwithstand- 
ing a partial increase in the deduction was allowed 
by the Department in the early audit. 

3. The fact that an abatement claim was filed 
protesting certain items prior to payment of the tax 
does not operate to waive the requirement that a 
distinct claim for refund or credit must be filed be- 
fore expiration of the statutory period. 

4. An amended return filed within the statutory 
period disclosing overpayment is of no avail unless 
supported by a formal claim for refund or credit. 

5. No relaxation of the rules applicable to a 
claim for refund is extended toward the crediting 
of an overpayment (without claim) against other 
tax due. 

6. Even though the claim refers to a tax which 
was paid not on the basis of the return but at a 
subsequent period, the statutory period available 
for filing claims runs from the due date of the return 
and is not extended by the later date of payment 
(subject of course to the 2-year period after actual 
payment prescribed in the Act of March 4, 1923). 

7. Aclaim must be actually receiyed in the office 
of the Collector or Commissioner prior to expiration 
of the statute of limitations; it is not sufficient that 
it be placed in the mails in ample time to reach such 
officer in the usual course. 

8. In respect of the validity of so-called blanket 
claims, or claims merely referring to amended re- 
turns or briefs promised to be subsequently sub- 
mitted, the writer, venturing to rush in where angels 
fear to tread, has the temerity to suggest that, in 
order to be effective, each item in dispute or issue 
claimed must be actually presented to the Depart- 
ment within the statutory period; that on the one 
hand a claim must not be so indefinite as to nullify, 
in effect, the effort of Congress to impose a time 
limitation, and that, on the other hand, a claim may 
be informal and subject to amendment or ampli- 
fication. 

Schedule for Corporations 


Claims filed in behalf of domestic corporations are 
believed to be allowable if any of the specifications 
below have been complied with. The requirements 
are classified according to returns for various tax- 
able years. Accordingly a claim is believed allow- 
able for any of the taxable years included in any 
single category if any of the requirements enumer- 
ated thereunder have been, or are, met. 


Claims for any fiscal year of 1917 ended before 
August 1, allowable: 


, 
° 
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(1) If claim was filed before March 2, 1923; or 

(2) If claim was filed before April 2, 1925, pro- 
vided waiver was filed with Bureau before 
March 2, 1923; or 

(3) If claim was filed within four years after the 
payment involved, and adjusted before March 
5, 1923; or 

(4) If claim is filed within two years after the 
payment involved; or 

(5) If claim results from reduction of invested 
capital. 

Claims for 1917, year ending with August, Sep- 


tember, October, November or December allowable: 


(1) If claim was filed before April 3, 1923; or 

(2) If claim is filed before April 2, 1925, provided 
waiver was filed with Bureau before April 3, 
1923; or 

(3) If claim was filed within four years after the 
payment involved, and adjusted before March 
5, 1923; or 

(4) If claim is filed within two years after the 
payment involved; or 

(5) If claim results from invested-capital re- 
duction. 


Claims for Fiscal Year 1918 
Claims for 1918, fiscal year other than calendar 


year, allowable: 


(1) If return was filed under 1917 statute, Form 
1031-T was filed by March 15, 1919, and Form 
1120 later, and claim is filed before June 16, 
1924; or 

(2) If return was filed under 1917 statute, and 
none under 1918 Act (Form 1120) but claim 
is filed within five years from sixty days after 
close of fiscal year; or 

(3) If no return was filed under 1917 statute 
(Forms 1031 and 1103), but return was filed 
under 1918 Act (by taxpayer or Collector), 
and claim is filed within five years from the 
fifteenth day of third month after close of 
fiscal year; or 

(4) If claim is filed within two years after the 
payment involved; or 

(5) lf claim results from reduction of invested 
capital; or 

(6) If waiver is filed before June 16, 1924, and 
claim is filed before April 2, 1925. 

Claim for calendar year, 1918, allowable: 

(1) If Form 1031-T (tentative return) was filed 
on or before March 15, 1919, and claim is 
filed on or before June 15, 1924; or 

(2) If no tentative return was filed on or before 
March 15, 1919, but claim is filed before 
March 16, 1924; or 

(3) If claim is filed within two years after the 
payment involved; or 

(4) If claim results from reduction of invested 
capital; or 

(5) If waiver is filed before June 16, 1924, and 
claim is filed before April 2, 1925. 

Claim for fiscal year ended January 31, 1919, 


allowable: 


(1) If Form 1031-T was filed and one-quarter tax 
(estimate) paid on or before June 15, 1919, and 
claim is filed on or before July 15, 1924; or 
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(2) If Form 1031-T was not filed on or before 
June 15, 1919, but claim is filed on or before 
April 15, 1924; or 

(3) If claim is filed within two years after the 
payment involved; or 

(4) If claim results from reduction of invested 
capital. 

Claim for fiscal year ended February 28, 1919, 

allowable: 

(1) If Form 1031-T was filed and estimated one- 
fourth tax paid on June 15, 1919, and claim is 
filed on or before July 15, 1924; or 

(2) If Form 1031-T was not filed on or before 
June 15, 1919, but claim is filed on or before 
May 15, 1924; or 

(3) If claim is filed within two years after the 
payment involved; or 

(4) If claim results from reduction of invested 
capital. 

Claim for 1919, fiscal year ended with March, 
April, May, June, July, August, September, October 
or November, allowable: 

(1) If Form 1031-T was filed on the fifteenth day 
of third month after close of fiscal year, and 
claim is filed within five years from fifteenth 
day of fifth month after close of fiscal year; or 

(2) If Form 1031-T was not filed on fifteenth day 
of third month after close of year, but claim 
is filed within five years from fifteenth day 
of third month after close of fiscal year; or 

(3) If claim is filed within two years after the 
payment involved; or 

(4) If claim results from reduction of invested 
capital. 

Claim for calendar year, 1919, allowable: 

(1) If tentative return was filed on March 15, 
1920, with request for extension, and claim is 
filed on or before May 15, 1925; or 

(2) If tentative return was not filed on March 15, 
1920, but claim is filed on or before March 15, 
1925; or 

(3) If claim is filed within two years.after the 
payment involved; or 

(4) If claim results from reduction of invested 
capital. 

Claims for 1920, fiscal year or calendar year: 


Note—A minimum of at least one year remains 
for filing claims covering any fiscal year 
ended January 31, 1920, or later, the earliest 
period for filing such claims expiring April 
15, 1925. 


The Business of Taxation 


(Continued from page 106) 


to a decrease in the tax burden, but to increased 
prosperity in which every taxpayer will share. 


A sound fiscal policy should be designed not 
merely for one or two years, nor for the effect it 
may have on any given class of taxpayers. It should 
be worked out with regard to conditions over a long 
period, and with a view to its ultimate effect on the 
prosperity of the country as a whole. 
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HE tax bill as passed by the House of Repre- 
sentatives was admittedly a compromise meas- 
ure with which neither the advocates of the 
Mellon plan nor the Garner proposals were entirely 
satisfied. Republican Leader Nicholas Longworth, 


é 
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TAX EVENTS AT WASHINGTON 


In addition to the change in rates the House made 
a number of other important amendments to the 


bill as received from the Committee on Ways and 
Means. 


however, expressed himself 
as pleased with the conces- 
sions obtained and predicted 
that if the bill became a law 
it would not create a Treas- 
ury deficit. 

President Coolidge, on the 
other hand, has reaffirmed 
his adherence to the prin- 
ciples and provisions of the 
Mellon bill, but no positive 
statement has been made 
that any departures there- 
from would meet with his 
veto. 

Treasury estimates sub- 
mitted to the Finance Com- 
mittee of the Senate place 
the loss in revenue from the 
tax bill as passed by the 
House, compared with the 
existing law, at $446,000,000 
for the calendar year 1925. 
The estimated surplus for 
the fiscal year 1924 is $329,- 
000,000 and for the fiscal 
year 1925, $395,000,000. The 
probable deficit, accordingly, 
would be only about $50,- 
000,000. 

Detailed estimates sup- 
plied the Finance Committee 
by the Treasury show reduc- 
tions in revenue under the 
bill as passed by the House 
to be $130,000,000 in normal 
income taxes, $150,000,000 in 
surtaxes, $90,000,000 in 
earned income and $126,000,- 
000 in miscellaneous taxes. 
Gains offsetting these losses 
are estimated as follows: 
limitation on capital loss de- 
ductions, $25,000,000; estate 
tax, $12,000,000; gift tax 


$2,000,000; tax on playing cards, $700,000. The 









Tax Rates in House Bill 
NORMAL RATES: 2% on net incomes 


not in excess of $4,000; 5% on net incomes 
over $4,000 and not in excess of $8,000, and 
6% above that amount. 


SURTAX RATES: 25% less than those 
in the existing law on corresponding brackets 
excepting that there would be no surtax on 
incomes of $10,000 and under. Thus the 
effective rates would be 114% on incomes of 
over $10,000 but less than $12,000; 244% 
on incomes exceeding $12,000 but not exceed- 
ing $12,000 and so on up until the maximum 
rate of 3714% is reached, which applies to 
incomes in excess of $200,000. 


PERSONAL EXEMPTIONS: The 
same as in existing law—$1,000 for single 
persons; $2,500 for heads of families, whose 
net income is not over $5,000, and $2,000 for 
heads of families whose income exceeds that 
amount; $400 for each dependent. 


TAX REDUCTION FOR 1923: On 
individual income taxes for 1923 the bill 
would allow a reduction of 25% to be taken 
as a credit or a refund, and to become effec- 
tive upon the enactment of the bill into law. 
If tax has already been paid in full there 
would be a refund to the extent of 25%; if 
partly paid the refund might be prorated and 
deducted as a credit against payments still 
due. In the case of returns covering only a 
portion of the year 1923 the reduction would 
apply pro rata to the portion of the taxable 
year covered by the return falling within the 
calendar year 1923. Credits or refunds un- 


der this section of the bill would not bear 
interest. 





from the definition of capital assets. 


Earned Income.—In defining net income the 


Ways and Means Committee 
modified the original Mellon 
definition by providing that 
incomes to the extent that 
they amount to. $5,000 or less 
shall be considered as earned 
and by limiting earned in- 
come to $20,000. The House 
added the stipulation that 
“earned income” means also 
reasonable compensation or 
allowance for personal serv- 
ice where income is derived 
from combined personal 
service and capital in the 
prosecution by unincorpo- 
rated persons of agriculture 
or other business, but not ex- 
ceeding 20 per cent of the 
net profits of the taxpayer 
from the business in connec- 
tion with which his personal 
services are rendered. The 
deduction on account of 
earned income is to be ar- 
rived at by first computing 
the tax without considering 
earned income as such and 
then taking as a credit 25 
per cent of an amount which 
bears the same relation to 
the total amount of tax as 
the amount of the earned in- 
come bears to the total 
amount of the net income. 


‘The credit allowed in any 


case is limited to 25 per cent 
of the amount of the tax. 


Capital Gains and Losses. 
—The House modified the 
section of the bill applying 
to capital gains and losses 
so that stock received as a 
stock dividend is omitted 
Other assets 


rates as carried in the Garner plan would have re- 
sulted, according to the Treasury, in decreases of 
$227,000,000 in normal income taxes, $171,000,000 
in surtaxes, $85,000,000 in earned income, and $116,- 
000,000 in miscellaneous taxes. Provisions of both 
the Garner plan and the bill as passed by the House 
would bring $50,000,000 more in revenue than the 
existing law by virtue of the limitations of deduc- 
tion of capital losses. 


which may not be included as capital assets are (1) 
stock in trade, (2) other property which could prop- 
erly be included in inventory if on hand at the close 
of the taxable year, (3) property held primarily for 
sale in course of business. The allowance for capital 
losses is limited to 12% per cent of such loss. 
Publicity of Returns.—A provision was added 
whereby the Committee on Ways and Means of the 
House of Representatives, the Committee on Fi- 
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nance of the Senate, or a special committee of the 
Senate or House, shall have the right to call on 
the Secretary of the Treasury, and it shall be his 
duty to furnish any data of any character contained 
in or shown by the income tax returns, or any of 
them, that be required by the committee; or any 
committee shall have the right, acting directly ‘as 
a committee, or by and through such examiners or 
agents as it may designate or appoint, to inspect 
all or any of the returns at such times and in such 
manner as it may determine. It is further provided 
that the proper officers of any State may upon the 
request of the governor have access to the returns 
of any corporation, or to an abstract thereof show- 
ing the name and income of the corporation, at 
such times and in such manner as the Secretary may 
prescribe. 


High Estate Tax Rates 


Estate Taxes.—This tax was fixed at a maximum 
of 25 per cent in the bill reported to the House by 
the Ways and Means Committee. The House in- 
creased the tax to a maximum of 40 per cent on 
estates over $10,000,000, but provided for credit on 
account of legacy, inheritance or estate taxes paid 
to any state or territory or the District of Columbia 
but such credit is limited to 25 per cent of the 
amount of the Federal tax. The rates proposed 
would begin with 1 per cent on net estate in excess 
of $50,000, increasing by steps of 1 per cent for each 
bracket of $50,000 to 4 per cent where net estate 
exceeds $150,000 and does not exceed $250,000; 6 
per cent on $250,000 to $450,000, 9 per cent on $450,- 
000 to $850,000, 12 per cent on the next $250,000, 15 
per cent and 18 per cent on the following two 
brackets of $500,000 each, 21 per cent on $2,000,000 
to $3,000,000, 24 per cent on $3,000,000 to $4,000,000, 
27 per cent on $4,000,000 to $5,000,000, 30 per cent 
on $5,000,000 to $8,000,000, 35 per cent on $8,000,000 
to $10,000,000 and 40 per cent on net estates in 
excess of $10,000,000. 


Tax on Gifts—For the purpose of stopping the 
revenue leaks from division of estates, the House 
added a tax on gifts at the same rates as those 
proposed for estates and decedents. The tax would 
apply upon all property transferred by gift, directly 
or indirectly, by residents or nonresidents. In the 
case of residents the tax would apply on the sum 
of all gifts made within the calendar year, and in 
the case of nonresidents the sum of all gifts of 
property situated within the United States. Where 
property is sold or exchanged for less than a fair 
consideration in money or money’s worth, the 
amount by which the fair market value exceeds the 
consideration would be deemed a gift. The tax 
would be computed by deducting from the total 
amount of gifts in any year (a) in the case of a 
resident—-(1) an exemption of $50,000, (2) gifts 
or contributions for public purposes, charitable, 
religious and similar organizations, or to the special 
vocational rehabilitation fund, (3) gifts of less than 
$500; (b) in the case of a nonresident the exemption 
of $50,000 would not be allowed. Where gifts in- 
cluded under this section of the bill are reported by 
the donor as part of gross estate in connection with 
estate tax, there is provision for adjustment of tax. 
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All persons who have made any gift or gifts during 
any calendar year after January 1, 1924, aggregating 
in value more than $10,000 would be required to 
file a return before March 15 following the close 
of the calendar year listing all gifts made by him 
during such year and the fair market value thereof 
when made, and also all sales and exchanges of 
property owned by him made within such year for 
less than a fair consideration in money or money’s 
worth, stating therein the fair market value of the 
property so sold or exchanged and that of the con- 
sideration received by him, both as of the date of 
the exchange. 


Liquidating Dividends.—In the original Mellon 
bill liquidating dividends were treated on the same 
basis as under the 1918 law—that is as a sale of 
stock—thus putting dividends within the capital 
gains section. The bill as it came to the Senate, 
though treating the amounts distributed in liquida- 
tion as payment in exchange for the stock, provides 
that the amount of gain realized shall be taxed as 
a dividend to the extent of the distributee’s share 
of the undistributed earnings and profits to the cor- 
poration accumulated after February 28, 1913. This 
is virtually the rule which the Treasury Department 
now follows, except that the gain not taxed as a 
dividend will come within the capital gain section 
of the act instead of being taxed as ordinary income, 
as under application of the existing law. 


Board of Tax Appeals.——With reference to the 
provisions governing the Board of Tax Appeals, 
the House retained the amendment made to the 
Mellon bill made by the Committee on Ways and 
Means providing that the numbers shall be ap- 
pointed by the President but added “with the advice 
and consent of the Senate.” The House, further- 
more, reduced the salaries of Appeal Board mem- 
bers from $10,000 to $7,500 per annum and cut 
allowance for subsistence while members are trav- 
eling and away from their designated stations from 
$10 to $7 aday. The following provision governing 
membership to the board was added: “No member 
of the Board shall be permitted to practice before 
said Board or any official of the Treasury Depart- 
ment, or to be connected directly, or indirectly with 
any person or any firm of lawyers, solicitors, ac- 
countants or agents practicing before said Board or 
any official of the Treasury Department on behalf 
of taxpayers for a period of two years after his term 
of office terminates, or from the time such member 
resigns or otherwise leaves the service of the gov- 
ernment.” 


’ Mellon’s Criticism 


Secretary Mellon has given no evidence of weak- 
ening in battling for his original bill. In his analysis 
of the bill as passed by the House he not only as- 
sailed the tax rate schedule but other amendments 
to his proposed measure that were made in the 
House. His statement to the Senate Finance Com- 
mittee follows: 

1. The loss of revenue will be $450,000,000. There will 
be no stimulation to revenue-producing transactions, because 
there is no material reduction in surtaxes. If this bill should 


become a law, a deficit would inevitably result and it would 
be necessary to find other means of raising revenue. 
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2. Surtaxes.—If the rates had been properly scaled in 
the 1921 Act, it might be possible to make an intelligent 
percentage reduction, but the bill simply continues the defect 
in the present law and penalizes principally middle incomes. 
Here, with unscientific tax rates, the burden is borne by the 
man of initiative attempting to make money—not by wealth 
in existence. It is my opinion that the 25 per cent scale- 
down of surtaxes will have no material bearing on releasing 
capital, but, on the contrary, the flight of capital will con- 
tinue. Particularly is this true since Congress has refused 
to recommend a constitutional amendment to prevent further 
issuance of tax-exempt securities. 


3. Earned Income.—The definition of earned income has 
been extended to include, in cases where the income is the 
result of the use of capital in connection with personal 
services, an amount representing a reasonable salary for the 
personal services rendered. The present definition means 
that in every case where there is any personal service what- 
soever, the Department must determine what is a reason- 
able salary. This would bring up several hundred thousand 
separate cases each year, and you can easily understand the 
difficulties the Department will have in administering such 
a law. 

4. Publicity of Returns.—So far as I know, in all other 
nations having income tax laws, the privacy of returns is 
respected. The provision in the present bill removes this 
privacy so far as certain committees of Congress are con- 
cerned. This would not be objectionable if the returns were 
submitted to the committees only in executive session, and 
mention of the returns on the floor of Congress and the 
publication thereof in the Congressional Record prevented. 


5. Estate Taxes.—With no hearing before a committee 
there was incorporated in the revenue biil an increase in 
inheritance taxes from a maximum of 25 per cent to a maxi- 
mum of 40 per cent. In my opinion such legislation is most 
unwise. The right of the Federal Government to tax inherit- 
ances is based upon no specific constitutional power, but 
upon the theory of an excise tax. They have heretofore been 
used only as war taxes and should be preserved for such use. 


Inheritance Taxes.—Inheritance taxes are properly sources 
of revenue for the states. They are a material element in a 
state budget; they are a comparatively small element in 
the Federal budget. To deprive the states of this source 
of revenue—properly their own—is to compel the states to 
increase taxes and to resort to their principal sources of 
income, which is levied on land. 


The far-reaching economic effect of high inheritance taxes 
is not properly understood. These taxes are a levy upon 
capital. In other words, capital is being destroyed for cur- 
rent operating expenses and the cumulative effect of such 
destruction cannot help but be harmful to the country. 
Again, estates have to be liquidated to the extent necessary 
to provide for taxes, and the forced sale of property and 
securities tends to bring down not only the value of such 
property and securities but values everywhere. 

6. Tax on Gifts—This tax also is a tax on capital, the 
proceeds of which do not go into capital and, therefore, 
works destruction to the total capital of the country. Any 
annual tax on gifts is susceptible of evasion by spreading 
the gifts over a period of years. It will mean practically 
nothing by way of revenue to the Government. It will be 
extremely difficult to detect and enforce. 

7. Miscellaneous Taxes.—The reduction of these taxes 
depends entirely upon the available revenue of the Govern- 
ment. Since this revenue is unequal to the proposed reduc- 
tion, some modification in these respects should be made. 


Democrats Congratulate Themselves 


The Democratic National Committee, following 
the passage of the compromise measure by the 
House, issued a statement in which it is declared 
that only two points of substantial difference exists 
between the Democratic and the Longworth meas- 
ure. The statement follows: 

The action of the House of Representatives on the various 
proposed internal tax reduction measures shows a complete 


refutation of the policy of Secretary Mellon and President 
Coolidge, to the effect that the Secretary of the Treasury 
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should draft in secret an internal tax reduction measure in 
its every detail, coupled with a subsequent demand by the 
Secretary and the President upon Congress to pass the bill 
without compromise. 


On a direct vote in the House the Mellon tax plan was 
overwhelmingly rejected by a vote of 261 to 153, the ballot 
showing that 62 Republicans had voted against it, while 
many Republicans voted for it only because they knew in 
advance that it had no chance to pass. The theory of 
Secretary Mellon that the largest taxpayers want their 
surtaxes cut in half so that they can pay more revenue to 
the Government in the way of income taxes has been thor- 
oughly exploded. 


In the second place, the outcome shows that the Demo- 
crats in the House pointed the way to tax reduction by 
offering a bill along the lines of which any measure at all 
possible to pass must be framed. The Longworth-LaFol- 
lette compromise measure, finally adopted, is almost identi- 
cal with the Democratic proposal as to certain of its prin- 
ciples, while the principle underlying the higher surtax pro- 
visions of the Longworth-LaFollette measure are a repudia- 
tion of the principle underlying the Mellon higher surtax 
proposals, and they, at the same time, tend to approach the 
principle of the Democratic surtax plan. 


Two Points of Difference 


The only two points of substantial difference between the 
Democratic and the Longworth-LaFollette measures are, 
first, that the Democratic proposal raises exemptions from 
$1,000 and $2,500 for single and married persons, respect- 
ively, to $2,000 and $3,000, thereby releasing about 800,000 
persous now required to make returns, without being sub- 
ject to taxes, from making any returns, and releasing from 
further taxes nearly 1,646,000 persons whose average taxes 
are under $12 each. 


The Longworth-LaFollette measure gives no relief as to 
these exemptions, although these millions of persons are 
already paying most grinding tariff taxes. 


The second point of chief differences is in the higher sur-- 
tax brackets, due to the flat 25 per cent reduction of each 
surtax rate under the Longworth-LaFollette plan. Under 
the operation of this flat 25 per cent reduction method, the 
Longworth plan would effect substantially larger reductions 
of the taxes of between 15,000 and 20,000 of the biggest indi- 
vidual income tax payers, with incomes in excess of $46,000 
and upward, than the Garner (Democratic) plan. 


The application of a flat 25 per cent reduction of all 
graduated rates is obviously arbitrary and unscientific, be- 
cause the chief reduction benefits go to those with the large 
incomes and subject to the higher rates. The higher the rate, 
in other words, the greater andthe more disproportionate 
are the reduction benefits as compared with a like 25 per 
cent reduction of the smaller surtax rates. 


This condition could be no more clearly illustrated than by 
the fact that the Democratic tax proposal affords larger 
surtax reductions on incomes up to $46,000 than the Long- 
worth-LaFollette proposal, and hence when these two pro- 
posals are applied to the rates on the higher incomes, the 
Longworth-LaFollette reductions increase much more rap- 
idly than the Garner (Democratic) reduction of taxes. The 
latter scale of rates is based somewhat on the usual method 


of graduation, while the former makes arbitrary departures 
therefrom. 


For illustration, the Longworth-LaFollette plan gives a 
reduction of $24,000 on an income of $250,000, but only $75 
on an income of $15,000. 


The tax outcome in the House has in other essential 
respects fully confirmed and vindicated the attitude and 
policy of the Democrats, in that the first step in successful 
income taxation involves the immediate reform, reorganiza- 
tion and revitalization of the administration of the law by 
the Treasury Department. 


This would include the permanent installation of 50 to 75 
key men of the highest qualifications and fitness at such 
salaries as would justify them in remaining during good 
behavior. Such reorganization would remove 90 per cent 
of existing complaints of taxpayers due to unsatisfactory 
disposition of cases by tax units, delay, uncertainty, expense, 
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numerous back assessments, re-examinations and conse- 


quent irritation to taxpayers. 


In the second place, it is now very clear that, in addition 
to administration reform and before rates can be considered 
with any definiteness, Congress must place upon a relative 
equality for the purpose of the tax the incomes of indi- 
viduals, partners and stockholders of corporations. This 
camtinion of income involves the stopping of a number 
of large holes through which taxes are either evaded or 
avoided. 


With these two prerequisites properly dealt with it would 
then become no difficult matter to effect further rate read- 
justments so as to secure adequate revenue under well balanced 
and proportioned rates, which, in their effects, would not be 
unduly burdensome or punitive or oppressive to any class of 
business or of individuals. 


Looking back at the course of the propagandists for the 
Mellon plan, which at no time has had the slightest chance 
to pass the House, it strongly appears that a part of the 
tactics has been to divert attention as fully as possible from 
all phases of tariff tax reduction, which is chiefly responsible 
for the existing high cost of living and is tremendously op- 
pressive to all of the 110,000,000 people. During the Mellon 
tax controversy any person who dared even to hint at tariff 
tax relief was branded by Mellon champions as an enemy 
of tax reduction, or as playing politics. 


The opportunity is just ahead for comprehensive tax 
reduction in the interest of all the people, and this espe- 
cially includes tariff tax reduction, which during coming 
weeks will be pressed in the House of Representatives. 


Mellon Schedule Approved 


Although the majority of the members of the Sen- 
ate Finance Committee are opposed to the Mellon 
income tax rates schedule, the Mellon rates were 
voted into the revenue bill on March 24. This action 
was made possible by the absence of the Senators 
Medill McCormick and Robert M. La Follette. 
Therefore, it may not follow that the Mellon rates 
will be incorporated in the bill as it is received by 
the Senate. 


The committee has eliminated the provision of 
the bill as received from the House which limited 
deductions for capital losses in any one year to 12% 
per cent. Another revision restores stocks received 
as dividends to classification as capital assets for 
tax purposes if they have been held for two years 
or more. ‘ 


Indications are, at this writing, that the tax bill 
will be delayed in the Senate Finance Committee 
until near the middle of April. The Committee 
hearings thus far appear to have been merely per- 
functory. There seems no disposition to hasten 
action on the revenue measure, and the possibilities 
are that the Revenue Act of 1924 will not be passed 
until after the June party conventions. Public sen- 
timent by that time is expected to be more clearly 
discernible. 


Congressional Committees Are Authorized 
to Examine Tax Returns 


AX returns may now be inspected by Con- 

gressional Committees upon resolution of either 
house of Congress as a result of the issue of Treas- 
ury Decision 3566, which supersedes Article 1090 
of Regulations 62 and previous regulations applying 
to the inspection of returns. This is the only essen- 
tial change from previous regulations. 
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The new ruling is officially stated as follows: 
“Inspection of any return shall be afforded to any 
Committee of the Senate or House of Representa- 
tives or Joint Committee of Congress of the United 
States by the Secretary of the Treasury upon appli- 
cation duly made by the Chairman of such Com- 
mittee, pursuant to a resolution of Congress or 
either house thereof, which shall enumerate the 
particular returns desired. Such inspection is sub- 
ject to Paragraph 17 hereof.” Paragraph 17 makes 
it a misdemeanor for any person to make public in 
any manner not provided by law any income tax 
return or any information appearing in any income 
tax return. The punishment for violation is a fine 
not exceeding $1,000 or imprisonment not exceed- 
ing one year or both. If the offender be an officer 
or employee of the United States he may be dis- 
missed from office or discharged from employment. 


Large Decrease in Tax Collections for the 
First Quarter 


REASURY estimates place the amount of 

actual collection of income taxes for the first 
quarter ended March 15 at $377,848,841. Reports 
of actual receipts thus far tend to indicate that this 
estimate is at least 10 per cent too high, as the 
Treasury estimate of receipts for the first district 
of Illinois was more than 14 per cent in excess of 
the amount actually realized. 


Many more taxpayers than had been expected, 
who previously have paid their entire taxes in the 
first quarter, paid but 25 per cent of the tax, defer- 
ring the rest in anticipation of a reduction for the 
taxable year 1923. 


Taxation of American Employes in Great 
Britain Protested 


HE American government has protested to the 

government of Great Britain against the collec- 
tion of taxes from American government workers 
in Great Britain, according to a special dispatch 
published in the ‘‘New York Times.’’ The repre- 
sentations, as stated, were made through the Amer- 
ican Embassy in London and were said to have 
called attention to the policy in the United States 
of collecting no taxes from similar representatives 
in the United States, and that Germany has but 
recently made similar concessions to the United 
States, and argues that the same courtesy should be 
shown to Americans by Great Britain. 


Under international practice, taxes cannot be 
locally collected from diplomatic representatives of 
another country, and this immunity extends even 
to attaches of an embassy or legation. There is 
nothing, however, to prevent collection of taxes 
from consular representatives or other government 
employees of foreign governments unless such ex- 
emption is provided for by treaty or by agreement. 
In the present instance, it is understood that it is 
customs officials who are principally involved. 
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Objections Raised to Retroactive 


Features of Tax Bill 


URING the war period and years immediately 

thereafter retroactive legislation, even though 
it involved radical changes in policy adverse to tax- 
payers, was condoned by reason of the exigencies 
of the fiscal situation confronting the Government. 
Under present conditions, however, tax legislation 
involving adjustment of bases of assessment which 
results in increased tax liability for prior years is 
almost certain to meet with a general feeling of 
resentment. 


The retroactive features of Section 204 (a) (7) 
and (8), incorporated in the bill passed by the 
House, has met with vigorous objection. Argu- 
ment in opposition made before the Senate Finance 
Committee by Attorney Leo H. Hoffman, of the 
Chicago bar, has been published as Committee 
Print No. 2. Mr. Hoffman’s.plea as made therein 
follows: 


To tHE HonoraABLE MEMBERS OF SENATE COMMITTEE ON 
FINANCE: 


Section 204(a) (7) of the Revenue Act of 1924 is retroactive 
to January 1, 1918, that is, it applies to transactions closed within 
the past six years; section 204(a) (8) is retroactive to January 
1, 1921, that is, it applies to transactions completed within the 
past three years. The salient portions of the section are: 


“(7) If the property * * * was acquired after Decem- 
ber 31, 1917, by a corporation in connection with a reorganiza- 
tion, and immediately after the transfer an interest or control 
of 80 per centum or more remained in the same persons or 
any of them, then the basis (for gain, loss, depletion, or de- 
preciation) shall, * * * be the same as it would be in the 
hands of the transferor, * * * 


“(8) If the property * * * was acquired after Decem- 
ber 31, 1920, by a corporation by the issuance of its stock or 
securities (to a controlling stockholder or holders) * * * 
then the basis (for gain, loss, depletion or depreciation) shall 
* * * be the same as it would be in the hands of the 
transferor * * *” (Brackets authors.) 


It is doubtless unnecessary to argue in support of the propo- 
sition that retroactive operation of revenue laws, particularly 
over a long period, is presumptively objectionable and calls 
for justification by exceptional circumstances. When, long after 
the consummation of certain transactions having a definite and 
recognized effect upon tax liability, taxpayers are surprised 
by the enactment of laws imputing a different effect to such 
transactions, greatly to their disadvantage, they feel a resent- 
ment which is certainly inevitable and no doubt justifiable and 
which can not help but react against the political party, or 
even against the Government, which thus violates common 
standards of right and fairness. This is none the less true 
where the change does not directly relate to the rate or levy 
of the tax but operates indirectly upon the tax liability through 
the basic determining conditions. 


This has been definitely recognized in at least two instances, 
among probably many more, in connection with revenue legis- 
lation. The rule relating to losses sustained upon “wash sales” 
of securities was operative only from the date of passage of 
the Revenue Act of 1921, although the Act as a whole became 
effective almost twelve months earlier, as of the first of the 
year. The change in the basis for determination of gain and 
loss upon the sale of property received by gift was limited to 
gifts received after the géneral effective date of the Act and 
sales made after that date were excluded if the property was 
previously acquired, even though certain taxpayers thereby 
received an advantage not based upon any considerations of 
merit. Both these instances involve flagrant avoidance of tax 
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liability carried on by large numbers of persons and seriously 
affecting the public revenues. There can be no reason applicable 
to the provisions contained in paragraphs (7) and (8) of 
Section 204(a) which would not have justified carrying the 
effect of the “wash sales” provision back to the general effective 
date of the Act or making the provision as to gift property 
retroactive even to 1913. Only because this would have been 
a serious injustice and hardship, it was not done. 


The consistent legislative policy has encouraged and induced 
taxpayers to rely upon the permanence of a rule in effect at any 
given time, except that new laws have related back to the begin- 
ning of a calendar year. Without any exception which I can 
recall, there was no greater retroactivity than this in the Revenue 
Acts of 1913, 1916, 1917, 1918, and 1921, and the amendments 
of 1923. Even in removing obvious hardships upon taxpayers, 
as in allowing more liberal depletion deductions, exempting 
certain exchanges, fixing a lower rate of interest payable upon 
taxes withheld pending the consideration of abatement claims, 
etc., this rule has been followed. In view of this firmly estab- 
lished policy, corporations have undoubtedly been prompted to 
rely upon the continuation of the rules governing the effect 
of organization and reorganization upon income tax liability, 
and upon the absence of any extremely retroactive effect in the 
case of any legislative changes. This reliance is a necessary 
condition of the consummation of business transactions and to 
betray it in the present instance involves most dangerous and 
serious possibilities for the future. 


Justification for Reorganizations 


The Bureau of Internal Revenue, in its Statement of March 
6, 1924 (page 12), gives an example of tax avoidance these 
changes are intended to correct. This, however, does not dis- 
pose of the question. Many reorganizations which were highly 
desirable for economic or business reasons were regarded as 
possible only because the incidental benefits to be obtained under 
the revenue laws were sufficient to offset certain incidental 
disadvantages, such as the cost of carrying out the reorganiza- 
tion. In many cases where the tax advantages were not even 
considered, it will be necessary to incur substantial expense 
and inconvenience in order to establish the illogical and unfair 
basis required under the new provisions. In many cases, where 
property had appreciated so that its replacement value was 
greatly in excess of cost, operations were in fact being con- 
ducted at a loss because depreciation and similar charges were 
computed on the old cost basis and the appreciation, which 
constituted an actual capital gain, was being dissipated and lost 
through operations which showed an illusory profit only because 
of erroneous accounting. An inequitable and discriminatory 
income tax disadvantage also resulted, since such a corporation 
was taxed upon its illusory profit while a similar concern which 
had been reorganized subsequent to the appreciation in values 
(and perhaps prior to December 31, 1917) obtained depreciation 
and depletion deductions, and even a basis applicable upon the 
sale of property, as a much higher level. In such cases, corpora- 
tions of many years’ standing sought only by reorganization to 
equalize the unfair position in which the tax law had placed them 
as compared with their more recently organized competitors. In 
many cases corporations of long standing have replaced and 
increased their assets by charges to expense in the years of low 
or no income taxes. Their records were in such a poor state 
they could not determine costs with sufficient accuracy to 
satisfy the Bureau of Internal Revenue. To start with a clear 
slate, they reorganized, set up the appraised values, which did 
not exceed original cost. Thus only could they get actual 
costs on the books for tax purposes. 


Reorganizations undertaken solely for the purpose of avoiding 
taxes, even in their most unfavorable aspect, are at least no 
less meritorious than gifts made for the same purpose; and the 
very similar change with respect to the basis for gift property 
was not made retroactive as is now proposed with respect to 
reorganizations. To give these provisions a retroactive appli- 
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cation to reorganizations effected prior to January 1, 1924, 
seems to make an unwarranted discrimination against this form 
of lawful tax avoidance as compared with gifts of property 
made with the same motives prior to December 31, 1920. Nor 
are they less meritorious than “wash sales.” Is it because cor- 
porations are affected that a harsher rule must be adopted? 
Must corporate form of business be penalized out of existence? 

There also is an unwarranted discrimination between those 
reorganizations in which an interest or control of 80 per cent 
or more remained in the same persons, whether or not for the 
purpose of avoiding taxes, as compared with reorganizations 
effected solely for the purpose of tax avoidance but by chance 
resulting in no retention of 80 per cent interest or control in 
the same persons. The change of ownership in a reorganization 
has not been the test of exemption from tax and has not at all 
distinguished between the purpose of avoiding taxes and eco- 
nomic motives. 

Summarizing, my position in brief is this: Taxpayers have 
been led to expect a certain policy as to the retroactive opera- 
tion of income tax legislation, based upon obvious considera- 
tions of fairness and stability. They have relied upon the 
continued adherence to this policy, all of them in good faith and 
most of them for sound economic reasons. Now to depart from 
this policy is not only unfair to those who relied upon it but 
introduces such uncertainty concerning the future that business 
men can no longer be safe in taking any action in reliance upon 
the effect of existing law. While this particular provision will 
apply to many instances where tax liability has been reduced 
by taking advantage of unforeseen and incidental consequences 
of statutory provisions, the same situation has heretofore been 
regarded as insufficient to justify a violation of the principles 
condemning substantial retroactivity. 

Respectfully submitted, 
Leo H. Horrman, 


Member of the Chicago Bar. 


Refunds to Taxpayers for Last Fiscal Year 
Were Nearly $125,000,000 


geet ee on tax payments totaling $123,992,- 
820.94 were made by the Treasury in the fiscal 
year ended June 30, 1923, according to a report sent 
to the Ways and Means Committee of the House 
of Representatives. 

The refunds, which were made to 263,320 persons, 
covered payments for several years on account of 
“illegal or erroneously collected taxes.” The re- 
port showed 10,152 persons had received more than 
$1,000 in reimbursement. The largest refund re- 
corded was that to the Oliver H. Payne estate, of 
New York, which amounted to $9,368,548.60. 

A classified list of those receiving refunds of more 
than $100,000 follows: 


Boston—Massachusetts Cotton Mills, $356,194.- 
63; Mining Company, $189,687.21; Rueter & Com- 
pany, $293,068.37. 

Buffalo—American Steamship Company, $100,- 
607.42; Foster Milburn Company, $108,644.68 ; C. P. 
Hugo Schoellkopf, $164,475.14. 

Chicago—American Steel Foundries, $234,955.23 ; 
Consumer’s Refining Co., $256,924.26; First Na- 
tional Bank Bldg., $238,439.63; Hayman, Michael 
Co., $125,714.38; Merchants Loan & Trust Co., 
trustees estate of Marshall Field, $767,173.06; 
Sears, Roebuck Co., $113,427.17; Tuthill Spring Co., 
$112,364.89. 

Cleveland—Gill Manufacturing Co., $158,126.74; 
McKinney Steel Co., $160,885.67; T. McKirney 
Steel Co., $791,159.49; National Acme Co., $198,- 
862.71; Standard Parts Company, $187,795.17. 





THE NATIONAL INCOME TAX MAGAZINE 





April, 1924 


Dayton, Ohio—Executors, Eugene J. Barney, 
care McMahan, Corrin & Landis, $163,710.25; 
Haynor Distilling Co., $128,871.95. 

Detroit—Motor Products Corp., $233,435.02; 


Scoten-Dillon Co., $138,748.24. 
Los Angeles—Edward L. Doheny, $40,039.07. 


New York City—Amalgamated Leather Co., 
$1,112,391.44; Amalgamated Leather, $117,973.38; 
American-Hawaiian Steamship Co., $189,171.52; Dr. 
Van Horne Norris, executor Estate of Mrs. Julia 
N. Beach, $130,201.92; Mrs. Clover Boldt Miles, 
executor Estate George C. Boldt, care Baldwin & 
Hutchinson, $101,786.83; Dr. Edwin R. Campbell, 
$144,532.83 ; Centaur Company, $216,583.16; Wm. P. 
Clyde, $109,293.83; Charles R. Crane, $172,296.96; 
Marcellus Hartley Dodge, $387,381.32; Miss Mary 
M. Dodge, $193,978.71; George Notman, executor 
Estate of James Douglas, $114,718.23; Federal Ex- 
port Corp., $698,992.84; Gaston, Williams & Wig- 
more, care Benjamin B. Obedele, receiver, $109,- 
747.00; Oliver Harriman, $82,537.70; Joseph W. 
Harriman, $30,358.06; L. Littlejohn & Co., $135,- 
303.25; John McCormack, $201,872.08; H. P. Mc- 
Kenney & Co., $101,031.27; Henry B. Plant, estate 
of Mortimer Plant, $219,562; Mundale Steamship 
Co., $146,221.45; Newcastle Leather Co., $571,- 
071.63; New York Life Ins. Co., $109,994.63; Payne 
Whitney, Lewis Cass Ledyard and Lewis Cass Led- 
yard,. Jr., executors of the estate of Oliver H. Payne, 
$9 368,548.60; Pratt & Whitney Co., $213,680.13; 
Cornelius Vanderbilt, $57,971.69; Hubert T. Parson, 
estate F. W. Woolworth, $56,439.38; John H. 
Willys, $1,391,974.04; N. J. Zine Co., $1,148,295.66. 


Philadelphia—Earn Line Steamship Co., $296,- 
377.93; Insurance Co. of North America, $348,- 
644.12; E. J. Lavino & Co., $521,825; McCahn Sugar 
Refining Co., $455,989.15; Girard Trust Co., trustee 
Estate of Alfred F. Moore, $112,864.53; Joseph L. 
Murphy, $145,234.71; Alan Wood Iron & Steel Co., 
$480,501.61; Wm. P. Worth, $102,231.75. 


Pittsburgh—American Vanadium Co., $455,217.- 
92; Columbia Steel & Shafting Co., $121,811.02. 


San Francisco—Nellie Miller Nickel, $3,039,- 
965.75; Fireman’s Fund Insurance Co., $336,936.86. 


Trenton, N. J—K. G. Roebling, executor Estate 
of F. W. Roebling, Sr., $305,184.75 ; K. G. Roebling, 
executor Estate of Ferdinand W. Roebling, $151,- 
345.86. 


Washington—-American Tool Works Co., care 
Baker & Baker, $138,545.16; Bickett Coal & Coke 
Co., $137,129.23; Eben P. Clapp, $173,169; Wm. 
H. Donner, $472,300.12; General Electric Co., 
$255,597.11. 


Miscellaneous—John N. Willys, Toledo, Ohio, 
$129,493.65; Singer Mfg. Co., Elizabeth, N. J., 
$1,623,473.92; General Electric Co., Schenectady, 
N. Y., $887,587.16; Frederick C. Stout, Ard- 
more, Pa., $298,777.71; Lorain Coal & Dock Co., 
Columbus, Ohio, $113,384.07; John S. C. Harvey, 
Radnor, Pa., $195,522.25; Walter J. Wilson, Se- 
wickley Pa., $107,524.45; Hender Mfg. Co., Spring- 
field, Mass., $115,946.08; Martin Dyeing & Fin- 
ishing Co., Bridgeton, N. J., $101,691.21; Cable 
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Company of New Jersey, Jersey City, $100,000; 
Eastern Tanners Glue Co., Gowanda, N. Y., $249,- 
386.94; Coca Cola Company, Atlanta, $208,629.61 ; 
Andrews Steel Co., Newport, Kentucky, $656,954.51 ; 
Ruby Kid Company, Camden, N. J., $310,565; 
Singer Mfg. Co. and affiliated company, $350,000; 
Camden Forge Co., Camden, N. J., $432,307.52; 
Ernest S. Suffern and Charles B. Samuels, admin- 
istrators estate of (Henry) Jacques Lebaudy, $596,- 
719.88; Whitney Blake Co., New Haven, Conn., 
$391,525; Plymouth Cordage Co., North Plymouth, 
Mass., $1,124.552.06; General Refractories Co., 
Chester, Pa., $276,733.86; Latrobe Electric Steel 
Co., Latrobe, Pa., $249,248.19; Erie & Forge Com- 
pany, Erie, Pa., $344,137.15; American Brass Co., 
Waterbury, Conn., $766,275.05; Mathiessen & He- 
geler Zinc Co., LaSalle, Ill., $133,072.19; Arlington 
Mills, Lawrence, Mass., $105,324.61; Federal Insur- 
ance Co., Jersey City, $183,365.48; Solvay Process 
Company, Syracuse, N. Y., $183,689.00; Pollak Steel 
Co., Cincinnati, $125,086.37; Otis Corporation, 
Canton, Ohio, $106,337.24; Jobbers Overall Co., 
Lynchburg, Va., $232,618.54; Panhandle Products 
& Refining Co., Wichita Falls, Texas, $175,474.22; 
Wm. R. Moore Dry Goods Co., Memphis, Tenn., 
$133,269.84; American Shipbuilding & Drydock Co., 
Seattle, $175,318.32; The Fletchers Sav. & Tr. Co., 
executors, Estate of Smith Delaven, Indianapolis, 
$166,352.13; Ore Properties, St. Paul, $293.45. 


Proposed Tax Levy on Betting Is Rejected 
By British Cabinet 


HE British government has rejected the pro- 

posal to impose a tax on betting. There has 
been strong pressure for such a tax to be made not 
only on account of the large revenue possibilities 
but because it would be in effect a recognition of the 
legality of betting. 


Philip Snowden, Chancellor of the Exchequer, 
announced in the House of Commons on March 4 
that the Cabinet had carefully examined the report 
of the select committee on betting and had decided 
that it would not be in the public interest to make 
the change in the law that its imposition would 
involve. 


Time for Filing Information as to Dividends 
Paid Extended to June 15 


HE Treasury Department has extended the 

time for filing returns of information showing 
dividends and distributions paid in 1923 to June 15. 
All corporations not specifically exempted from tax- 
ation must file returns on Form 1097 showing the 
amount of dividends and distributions to stock- 
holders who are individuals, fiduciaries or partner- 
ships. Returns of information are required of res- 
ident foreign corporations to the extent that div- 
idend payments and distributions are made to 
citizens or residents of the United States and do- 
mestic partnerships and fiduciaries. Liquidation 
dividends to the extent that they are out of earnings 
subsequent to February 28, 1913, are to be included 
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in this report. Since information is required only 
as to distributions made in 1923, dividends declared 
in 1923 but not paid until 1924 would not be reported 
while dividends declared in 1922 but not paid until 
1923 should appear in the return for 1923. 

The return, according to T. D. 3558, must be veri- 
fied under oath, and must contain the name and ad- 
dress of each stockholder, the number of shares 
owned by him, and the amount of dividends paid to 
him. On March 8, Mimeograph 3184 was issued by 
the Department, which announced that payments of 
less than $500 and nontaxable distributions need 
not be reported. 


Extension of Period for Filing Claims for 
Refund of 1917 and 1918 Taxes 


HE time for filing claims for refund of 1917 and 

1918 taxes, by a special act dated March 13, 
1924, has been extended for cases where the condi- 
tions with regard to the filing of waivers of the 
statute of limitations running in favor of the tax- 
payer have been fulfilled. 


Claims for the taxable vear 1917 will be allowed 
if filed on or before April 1, 1925, provided a waiver 
was filed before the expiration of five years from 
the time the return for that year was due. If a 
waiver for the taxable year 1918 is filed before June 
15, 1924, then a claim for credit or refund will be 
allowable if filed on or before April 1, 1925. 


Opponents of the Oregon Income Tax Law 


Gird for New Battle 


REGON, the most recent state to adopt an in- 
come tax, appears destined to be the scene of 
another test of strength between the pro and anti 
income tax forces. Petitions are being circulated to 
once more refer the law to a popular referendum. 
The chief bone of contention seems to be the tax 
on corporations. Various business interests pur- 
port to see tragic consequences from the application 
of the corporation levy. First domestic corpora- 
tions, that is corporations incorporated in Oregon, 
are taxable on their entire net income whether de- 
rived from within or from without the state. The 
National ‘Tax Association in its outline of a model 
state law suggests that, if any part of the taxable 
income is derived from another state or country 
upon which the taxpayer has paid or is subject to 
an income tax, a credit should be allowed for a por- 
tion of the tax so paid. There is no provision of 
this kind in the Oregon tax law. 

Nonresident corporations (corporations not incor- 
porated in Oregon) are taxable on the proportion of 
the total net income which the gross business done 
in the State of Oregon bears to the total business 
done by the taxpayer. The objection has been 
raised that the business within the state might be 
wholly unprofitable yet a nonresident corporation 
would be taxed on a portion of the net income made 
elsewhere. Aside from this fault is found in the 
method of apportionment as set out in regulations. 

The second particularly undesirable feature of the 
law, as some business interests view it, is that which 

(Continued on page 124) 
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Can Income Taxes 
Be Shifted? 


(Continued from page 104) 


at any given moment there is always some unlucky 
producer who furnished a part of the supply at 
cost. Next year he will be crowded out and his 
place will be taken by someone who can produce 
at lower cost. 

What is the bearing of this analysis upon the 
problem of taxation? It resolves itself into the 
question of how the marginal producer, the producer 
at the margin, is affected. A tax on a commodity 
per unit affects the cost of the marginal producer 
as well as of every other producer and therefore 
tends to be added to the price, because whatever 
increases cost must ultimately increase price. But 
a tax on income is a tax on net profits; and net 
profits are not cost, but the surplus over cost. A 
tax on profits cannot reach the man who makes no 
profits. But the man at the margin who makes no 
profits, or who makes only the minimum profits 
which correspond to wages of management or re- 
compense for the risk, pays no tax because he makes 
no profits or pays only a negligible tax upon these 
minimum profits. If the man at the margin who at 
any particular time fixes the price for the entire 
supply of commodities that are sold in the market 
pays no tax, how can the income tax be added to 
the price? The tax on profits is paid only by the 
man who makes profits, that is by the intra-mar- 
ginal producer, not by the marginal producer. But 
the tax paid by the intra-marginal producer cannot 
afiect the price which is fixed by the marginal pro- 
ducer who pays no tax. 


Profits Taxes Not Shifted 


The ordinary business man who thinks that he 
is adding the tax to the price in reality is not doing 
so. Whether he can get the price which he has set 
for himself depends not upon himself, but upon 
market conditiens. If his competitor who pays a 
smaller tax because of smaller anticipated profits, 
or perhaps no tax at all, marks his goods down to a 
lower price because of the smaller tax, all the others 
will have to follow suit whether their taxes are high 
or low. Where a man has added the tax to the price 
the inability to dispose of his goods at this higher 
price will lead him quickly to mark down his goods; 
with the result that his anticipated profits do not 
materialize. There is many a slip ’twixt cup and 
lip. The profits of a business man at the end of 
the year depend upon a multiplicity of perhaps 
very insignificant factors; he can never tell at the 
beginning what his profits are going to be at the 
end. The mere fact that he adds his anticipated 
taxes to the asking price will not by any means 
enable him always to get the price that he asks. 
The profits upon which he pays taxes come at the 
end, and not at the beginning, of the period. If 
every man could fix his profits at will by charging 
increased prices because of anticipated increased 
taxes, the making of profits would be a very simple 
proposition. Unfortunately, however, business life 
does not work that way. 
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It might indeed be claimed that if the business 9 , 
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nian were correct in his opinion, it would be stupid | ees 
for him to object to high income taxes. For if the 9 41. , 
business man really adds his income tax to his cost 9 nd 
and then charges proportionate profits on this in- 7 4, :¢¢ 
creased cost, why, it might be said, would not high 7 ... 
incomes taxes increase his profits? buy 


This argument, however, is really invalid.* For 9 the. 
the producer does not necessarily remain scathless 9 will 
even if his taxes are shifted. He may be able, under © of 1 
a tax on product or on sales, to increase the price of | mak 
his commodities ; but the increase in price willalmost } mon 
surely lead to a falling off in consumption and will } suff 
therefore tend to restrict his profits. This is the 9} now 
reason why the business man does not welcome U 
taxes on his product, even if the tax is passed on. } yeit 
In the same way, even though the producer should } \he 
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ness man, therefore, is quite justified in objecting to 9 con 
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As a matter of fact, however, as we have seen, mag 
the business man is not able todothis. Thechances | \ 
are that if he did not increase price by his antici- i ine 
pated income taxes, his actual profits at the end of © of 
the year would probably be the same. For in the | wh 
first place it is not at all sure that he can hold to | we 
the higher prices in the face of the lower taxes im- | oi | 
posed on some of his competitors; and, secondly, © of 
even if he should be able to hold to the higher prices | 
for a time, he would find his sales fall off to such | 
an extent as to lead to a new and lower price sched- © 
ule. In other words, business profits are a result of | 
business operations: they are a consequence of © 
price, not a cause of price. A tax on business profits © 
is not a part of cost as is a tax on business products. | 
The latter can be shifted; the former cannot be © 
shifted. 3 


There is only one possible weakness in the above ~ 
analysis. In a period of rapidly rising prices, we | 
may have what is commonly called a sellers’ mar- © 
ket. Everyone is then anxious to buy; every pro- © 
ducer is turning out goods at the maximum rate, 
and stocks are being depleted almost more rapidly | 
than they can be replenished. Even the producer 7 
with the highest cost—the old marginal producer— 
will now find that he is making money, because the © . 
price of his goods is considerably higher than his 7 
cost. Being in a position to market his entire out- 
put, there will be no inducement for him to cut 
prices in order to secure a still larger proportion of | 
the total sales. Under such circumstances, indeed, 7 
the imposition of a tax of any kind, whether on in- 
come or anything else, will afford the producer an © 
excuse for asking a still higher price, and the con- 
ditions of the market may enable him to hold to 
that price. But after all, the tax will then be an 
excuse for, rather than a cause of, the higher prices © 
which he would probably have been led to demand 
in any event. And at best, such business conditions 


*It has nevertheless been advanced by some writers. 
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For the large profits due 
to a sellers’ market will speedily lead to a fresh 
investment of capital and an increased output on 
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ducers is gone. As a matter of fact, the sellers’ 
market is before long apt to be succeeded by a 
buyers’ market, when all the advantages will be on 
the side of the purchasers, and when the producers 
will slash prices, tax or no tax, in order to dispose 
of their accumulated stocks. Just as everyone 
makes money in good times, so everyone loses 
money in poor times; and what the consumer has 
suffered in the first case by high prices, he will 
now gain by low prices. 

Under normal conditions, however, when there is 
neither a business boom nor a business depression, 
when there is neither a sellers’ market nor a buyers’ 


the producer will not even have an excuse for add- 
ing an income tax to the price. For, as we have 
pointed out above, prices will be fixed under normal 
conditions at the cost of production of the marginal 


' competitor who pays no taxes; and he pays no taxes 
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/ because he finds at the end of the year that he has 


made no profits. 


While, then, it is a fact that taxes on business 
incomes cannot be directly passed on in the shape 
of higher prices, the question still remains as to 
what the indirect effects upon price may be. Here 
ve enter upon the thorny path of the general effects 
of taxation. It may be said at once that all sorts 
It is conceivable, 
for instance, that if income taxes are so high as to 
check the investment of capital, very definite con- 
sequences to the entire community may ensue. The 
continual growth of a country’s prosperity depends 
largely upon the readiness of the able and the ven- 
turesome to start new enterprises and to take the 
risk of the unknown. Where the hazard is great, 
the profits must be correspondingly great; for in 
the long run, in new and untried fields the profits 
of some are likely to be counterbalanced by the 
losses of others. If the government, however, de- 
mands too large a percentage of these anticipated 
profits, the individual may prefer not to subject 
himself to the risk and may decide to be content 
with a smaller, but a surer, return. Or, if the income 
tax is still more excessive, it may decrease the mar- 
gin above living expenses and thus retard savings 
and the accumulation of capital. In both cases, 
whether there is less capital to invest or less ven- 
turesome individuals to utilize the capital, the 
result will be the same. The rate of interest will 
tend to rise, thus to this extent increasing cost and 
therefore augmenting price. And on the other 
hand, the relative slackening of demand for new 
production will check the increase of employment 


) and the rise of wages that normally go with in- 


) creased productivity and the growth of capital. 





| This again will prevent the gradual fall in the price 
) of the particular commodities subject to the law of 


increasing productivity. The history of modern 
capitalism, especially in the United States, shows 
a steady increase in wages and the laborer’s stand- 
ard of life and a steady decrease in the cost of the 
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manufactured articles which enter into ordinary 
consumption. To the extent that excessive income 
taxes actually check accumulation and enterprise, 
they may therefore have this indirect result. But 
this result will be not so much an increase of price 
(except in so far as the rate of interest actually 
rises) as the prevention of a further reduction in 
the prices of commodities and a further rise in the 
rate of wages which is itself compatible, under the 
theory of the economy of high wages, with lower 
prices. 


Indirect Effects Uncertain 


Whether taxes on business income will engender 
such indirect consequences depends, however, on a 
variety of circumstances. It depends first upon 
whether the taxes are used for fresh expenditure 
or to pay the interest on an old debt. If the taxes 
are used for new expenditure, the problem becomes 
one as to the relative productivity of private and 
public outlay. The statement so often heard that 
it is always better for the government to let capital 
fructify in the hands of the private individual, is 
by no means correct. Certain forms of government 
expenditure or investment may be far more produc- 
tive than certain forms of private expenditure or 
investment. The money spent for new roads or for 
new schools may be far more productive, in the 
real sense of the term, than the money invested by 
private individuals in the manufacture of opium 
products or of the munitions of war. 


There are of course considerations on the other 
side. If the government attempts to run the rail- 
roads or to manage the coal mines, it is entirely 
probable that the enterprise will be less productive 
of wealth than if it were conducted by private indi- 
viduals. It is undoubtedly true in general that there 
is apt to be less extravagance and waste under 
private, than under public, management. But when 
the community has entrusted to the Government 
the carrying on of what is everywhere conceded to 
be proper co-operative functions, it does not follow 
that the results will be injurious. The taxes may 
be so high as to retard accumulation and invest- 
ment; but if they are spent for governmental pur- 
poses that are conceded to be necessary or advisable, 
the smaller evil may be swallowed up in the larger 
benefit. The problem is really one of the proper 
limits of government expenditure, and of the choice 
between low taxes on the one hand and the accom- 
plishment of desirable governmental purposes in 
an adequate, albeit economical, fashion on the other. 


The problem differs when we deal with taxes im- 
posed to pay the interest on an old debt. This is 
the situation in the greater part of the world today. 
In the United States a large part of our present 
high taxes are devoted to the debt service. It is 
immaterial whether we consider the war expenses 
productive or unproductive of wealth or of wel- 
fare: the money has been spent, the debt has been 
contracted, and taxes must be imposed to pay the 
interest and to provide for amortization. The chief 
consideration now is the rapidity of debt payment. 
If the taxes are excessive, it may be better to go 
slow in discharging the debt rather than further to 
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retard capital investment and enterprise. But if 
a definite policy of taxation for debt service has 
been decided upon, the next consideration is whether 
the debt is a foreign or a domestic debt. If the debt 
is held largely or exclusively abroad there can be 
no advantages to compensate for the excessive bur- 
dens upon the domestic producer. If the debt is a 
domestic debt, the funds taken from the taxpayer 
are handed over to the bondholder. The capital 
still remains in the country and is presumably avail- 
able for investment by someone. 


A further analysis discloses the fact that condi- 
tions may here be very different. If the bonds are 
held largely by the small man who will now increase 
his personal or family expenditures because of the 
money received from government, there are no ad- 
vantages to the community as a whole which will 
compensate for the burden of taxation. But if the 
bonds are held by the wealthier classes who now 
have more money to invest, or by people in more 
moderate circumstances who put the interest into 
the bank, rather than spend it upon themselves, 
there may indeed be compensating advantages. It 
is true that the business man who pays the high 
taxes will have less capital to plough back into his 
business; but to the extent that he is also a bond- 
holder, the deficiency will be made good. That is 
doubtless the reason why despite the high income 
taxes in the United States during the past two years, 
the volume of accumulated investment suffered no 
perceptible reduction. 


Even with this qualification, however, it still 
remains true that excessive income taxes may dis- 
courage enterprise and thus prevent a reduction of 
price. For while the old capitalist may find that 
his bond interest will reimburse him for his taxes, 
the venturesome individual who would otherwise 
embark upon a new and untried course may still 
be prevented from devoting his energies and abili- 
ties to the hazardous enterprise if the excessive 
rate of taxation threatens to reduce his profits 
below what he considers adequate. To the extent 
—but only to the extent—that progress depends 
upon the entrance of the new man into the industrial 
field does the argument as to this ultimate effect 
of income taxes upon prices remain true. 


We have limited ourselves to a discussion of what 
is apt to be the effect of income taxes upon prices. 
We have not discussed the more important problem 
of government policy. It is conceivable, for in- 
stance, that a tax system might be so arranged as to 
prevent any ulterior effects upon prices and never- 
theless be entirely unacceptable. An aristocratic 
or plutocratic government might conceivably raise 
its entire revenue from a tax on the poor or the 
moderately well-to-do consumer and wholly exempt 
large business. Such a policy would indeed not 
produce any of the injurious effects on enterprise 
and investment that have been mentioned above. 
But it would so obviously contravene the principle 
of equality and of ability to pay as to be wholly 
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inadmissible. A democracy which is educated both) 
economically and morally will seek in its tax system) 
to preserve the proper balance between the prin 
ciple of ability to pay on the one hand and the prin- 
ciple of innocuity or harmlessness of taxation on] 
the other. Into this field of discussion, however, 
we are not called upon to enter. 


In conclusion then we may sum up as follows] 
Taxes upon the separate classes of income will] 
or will not be shifted according to the particular 
category or the particular circumstances. A general) 
or universal tax on all income, if actually enforced, 


cannot be shifted directly. But in so far as taxation 


brings about a new equilibrium of economic forces, 


even a general income tax may ultimately and in- 
directly affect prices, either by leading to a read- 
justment of interest rates, or by preventing an in- 


ments of higher wages and lower prices. 
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New York State Reduces Taxes 25 Per! 
Cent, Effective for Year 1923 


GOOD example has been set for other states) 


by the legislature of New York in voting alco ca) 


general income tax reduction of 25 per cent, effective! 
The Senate took the initiative] 


for the year 1923. 
in voting for tax reduction. A similar bill had been 


introduced into the House, but to save time the ¥pyj; 


sponsor of the House bill moved to substitute thew 


measure which was adopted in the Senate and th 
latter bill was passed by a vote of 106 to 35. 


The final date of payment of state income tax” 
in New York is April 15, at which time the whole of 
the tax payable is due. The reduction in taxes just! 
made will save taxpayers approximately $8,000,000.) 


Previous to the 25 per cent reduction the incom 


tax rates in New York were one per cent upon 
the first $10,000 of taxable income; two per cent }i 
on the amount of taxable income in excess of $10,-™by 
000 and not in excess of $50,000; and three per cent 


on the amount of taxable income 
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$50,000. The personal exemptions are $1,000 for? 
single individuals; $2,000 for the head of a family) 
and $200 additional for each dependent maintained.| 
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Dividends From a Depletion Reserve May 
Be Taxable by New Regulations 


ject to taxation as an ordinary dividend to the ex- 
tent that the reserve exceeds a reserve based upon 
cost or March 1, 1913, value. 


ally stated. 


Prior to these amend- | 
ments, made by T. D. 3555 and T. D. 3557, the) 


method of taxing such dividends was not specific-§,. 
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serve based upon discovery value is, as a result? 

of recent amendments to both Article 1546 of Reg-7 
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S'@ Certain aspects of the proposed reduction of individual 
wil! #Federal income taxes for 1923, payable in 1924 upon current 
cular yeturns, seem to have received entirely inadequate Congres- 
| , sional consideration and public discussion. 
ateahet It would be difficult to find a more obvious or a more 
yrced/Eiangerous case of sacrifice of statesmanship to politics than 
ation the almost instantaneous acquiescence of Congress and of 
“the administration in this proposal. It is also strikingly 
OT CeS,| inusual that neither from opposing political forces nor from 
id in-%he nonpartisan press has there been any exposure of the 
read-gobvious motives behind this measure, nor any condemnation 
- ind if the practice of disposing of so fundamental an economic 


. mquestion apparently without consideration of the economic 
pani) actors. 


> The writer’s views should be considered in the light of 
Whe fact that he greatly admires and respects Secretary Mel- 
Mon and his official achievements, favors the Republican 
}party in almost all national issues, and endeavors to main- 

“tain a strictly nonpartisan attitude upon tax questions. 
Peri The purely political character of this project is obvious 
CT)i-om its origin. The program of tax revision began with 
‘the comprehensive plan of Secretary Mellon, which included 
‘substantial tax reduction affecting transactions of the cal- 
statesia ndar year 1924, but did not refer to any reduction of income 
“taxes for 1923. This plan was opposed in Congress by the 
ing @9%so-called Garner plan, supported by the Democrats and by 
ective ithe plan presented by the radical Republicans, both of which 
jative contemplated a much more liberal reduction of the income 
| beentl taxes and other taxes payable by the citizen of small or 
“moderate income than did the plan of Secretary Mellon. 
ie the#rhis appeal to the self-interest of the great mass of the 
te the} voters was an obvious political advantage over the Mellon 
id the lan, which may very properly justify to some extent the 
5 insistence of Congress upon some compromise program 


4 vhich more nearly accords with the Democratic than with 
he Mellon bill. 


| x , await al 

- a In the face of increasing indications that Congress would 
lol€ Ol Shandon the Mellon plan in favor of a bill granting larger 
S just} “tax reductions to the great number of citizens of moderate 


)0,000.)3neans, the Republicans were faced with the danger of being 
ncome), Yorced, by their own recognition of the necessity and feasi- 
. ility of tax reduction, into supporting a measure for which 
UPONEhe Democrats would receive credit with the voters. At this 
r cent ime, there emanated from Republican sources, represented 
f $10,-by the Republican chairman of the Ways and Means Com- 
r cent nittee, the first suggestion of a retroactive reduction of 
fuencome taxes, to include those payable in 1924 but levied 

“SS Ol Gipon the transactions of 1923. 
00 for) Almost immediately it was accepted by news reporters and 
family editorial writers in touch with the attitude of members of 
‘ained, Congress, that this proposal would become law, whatever 
“else happened to the much controverted questions of surtax 
@nd normal tax reductions. Although the administration 
iad been emphatically committed by President Coolidge to 
*ppose any modification whatever of the Mellon program, 
M there was no suggestion of protest against this measure from 
ay the President, the Secretary, or any representative of the 
S wdministration, and very recently it was given the active sup- 
Port of the President in his message urging that it be sepa- 
fated from the general tax-revision program and enacted 
into law by special resolution before March 15. The Demo- 
trats, of course, could not oppose a measure of such uni- 
f Reg-7 ‘ersal popular appeal and consequent political strength, par- 
5, sub- #icularly since the only valid arguments against the measure 
he ex-m'e of such character that they would naturally proceed from 


, hnd be supported by the administration, which had accepted 
upON Fhis proposal. 
imend- | That the administration support of the 1923 rebate is 


97, the Pased wholly upon political grounds seems obvious from the 
ecific- | lecessary inconsistency of this provision with others which 
he administration is vigorously opposing. Most striking 

Ws the complete indifference of the administration to the 

Boss of revenue resulting from this rebate, which was offi- 
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cially estimated for the Ways and Means Committee as 
$232,750,000. Yet, at this very time, the strongest argu- 
ment of Secretary Mellon against the bill as passed by the 
House is that it contemplates a loss of revenue of approxi- 
mately $55,000,000 per year over that provided for by his 
bill and regarded by him as the maximum which can be 
accepted without contemplating a Treasury deficit. Very 
largely upon the same ground of loss of revenue, Secretary 
Mellon has opposed the repeal or reduction of taxes on 
automobiles and accessories, upon jewelry, and upon trans- 
actions subject to stamp tax, including the issue and trans- 
fer of stocks, bonds and promissory notes, and sales of pro- 
duce on exchanges. There can be no question that relief 
trom these taxes would substantially and immediately react 
to the benefit of the industry and commerce of the country, 
a result which is at least doubtful as to a rebate of income 
taxes already accrued. And yet the amount of revenue in- 
volved in these taxes, as shown by the following list, is 
ridiculously insignificant compared with that to be expected 
from the income tax rebate, even allowing for the annual 
recurrence of the absence of receipts from these other taxes. 


Revenue under Revenue under 


TAX present law House bill 

Awtomobile trucks... ....6.6..05. $ 11,000,000 $ 6,300,000 
Other automobiles. ...:...6%s0006 105,000,000 105,000,000 
Accessories, parts, and tires...... 42,000,000 21,000,000 
Bonds and stocks, issue and trans- 

hg ee eee ee 52,350,000 52,350,000 
Sale of produce on exchanges..... 8,000,000 4,000,000 
Drafts, promissory notes, etc..... 2,150,000 ........ 
PONY POU: 0 6s icsie ster ecieniin sla 22,000,000 8,000,000 


No less than the relief of individuals from an unnecessary 
financial burden, the purpose of income tax reduction is 
to stimulate business and promote the general welfare by 
encouraging sales of property, investment in productive 
businesses rather than in tax-exempt securities, extension of 
business operations, organization of new businesses, and 
other transactions which are undoubtedly obstructed and 
interfered with by very high tax rates. It is, of course, im- 
possible for the 1923 rebate to serve any of these purposes. 

As to future years, it has been considered necessary for 
economic reasons to discuss the much controverted rela- 
tionship between the extent of reduction in the various 
brackets of the normal taxes and surtaxes and it has been 
most difficult to obtain agreement upon even a very elabo- 
rate compromise which brings into the tax law several new 
intricacies of rate variations. For 1923, however, there has 
been not the slightest difficulty in accepting the flat 25 per 
cent reduction, applicable alike to the lowest normal tax of 
4 per cent and the highest surtax of 50 per cent. If this is 
desirable for 1923, why is Congress wasting time attempt- 
ing to work out substantially the same results in a difficult 
and elaborate schedule for future years? 

The opposition of the administration might be expected 
and has been expressed against proposed revisions of the 
tax law which involved administrative problems or entailed 
administrative difficulties which are disproportionate to the 
anticipated benefits. And yet, without a word of complaint, 
the administration has accepted the intolerable confusion 
which has resulted from the consideration of this 1923 rebate, 
including an unprecedented delay in the filing of income tax 
returns and a seriously embarrassing withholding of income 
tax payments, prior to March 15. The public has been so 
confused by the talk about reducing the tax almost at the 
very time that it was due that, according to an official state- 
ment of the Bureau of Internal Revenue, on many returns 
actually filed a reduction of tax was shown upon the assump- 
tion that the law had been passed. Although all returns for 
1923 are now due to be filed showing the tax under exist- 
ing law, the administration still approves the proposed 25 
per cent rebate and apparently faces cheerfully the prospect 
of making refunds to the thousands of persons who will 
have paid the full amount of their tax at the existing rate, 
and of handling the necessary adjustments, letters, abate- 
ments, correction of collectors’ accounts, etc., in connection 
with unpaid installments, not to mention the difficulty of 

(Continued on page 124) 








Editorial Review 


Improved Tax Administration 


Reduction of taxes is desirable and happily the 
fiscal situation permits lightening of the income tax 
burden. There has been a disposition to concen- 
trate all attention to that one phase of the tax issue 
to the neglect of other modifications of the existing 
law that are of major importance. It is, therefore, 
opportune that Congress should be urged to exer- 
cise a broader vision in consideration of the full 
requirements of tax legislation at this time. 


A special committee* of men of extensive knowl- 
edge of taxation and of wide business experience 
have, in behalf of the National Industrial Confer- 
ence Board, made a special study of income tax 
administration and have presented a report with 
proposals for changes and reasons therefor that 
should command the serious consideration of our 
Federal law makers. 


The committee report represents a careful survey 
of the operation of the existing law. Note is taken 
of the wide-spread dissatisfaction with the admin- 
istration of the income tax which is heard on all 
sides, but no endeavor is made to state in detail 
the numerous examples of administration evils 
which have given reason for justifiable complaint. 
Emphasis is placed upon recommendations for im- 
provement which are deemed to be possible of im- 
mediate realization. 


As the committee states, there is a very direct 
relationship between administration procedure and 
the success of collecting taxes at the high rates now 
in force. “The higher the rate of the tax, the greater 
are the temptations to extravagance and avoidance, 
legal and otherwise, and the more difficult becomes 
the problem of administration in connection there- 
with.” 


There is no captious criticism of the Treasury 
Department or the Bureau of Internal Revenue. 
Recognition is made of the fidelity and intelligence 
which on the whole has been exercised in the enor- 
mous task of applying the income tax, but the feeling 
is expressed that taxpayers may rightly insist upon 
a better administration than has been the case here- 
tofore. It is urged that a committee be created by 
Congress to study the entire subject so that the 
country may secure thorough revision of the Federal 
tax system, which is needed in the interest of the 
national welfare. As an aid to the procedure to 
eliminate the principal causes of irritation, which 
has been generally felt by taxpayers, seven general 
recommendations are made. 


* The committee was composed of the following men: 
Andrews, chairman, of Merrill, Oldham & Company, 

Thomas S. Adams, Yale University, New Haven, Conn.; Magnus W. 
Alexander, National Industrial Conference Board, New York; Paul Armi- 
tage, Douglas, Armitage & McCann, New York; Charles Cheney, Cheney 
Bros., South Manchester, Conn.; Wilson Compton, National Lumber 
Manufacturers’ Association, Washington, D. C.; A. L. Green, Farr 
Alpaca Company, Holyoke, Mass.; A. E. Holcomb, American Telephone 
and Telegraph Co., New York; L. F. Loree, Delaware & Hudson Com- 
pany, New York; H. C. McKenzie, American Farm Bureau Federation, 
Walton, New York; Fayette R, Plumb, Fayette R. Plumb, Inc., Phila: 
delphia, ra: b we Zoller, Genera! Electric Company, Schenectady, New 


York; L. R. Gottlieb, Secretary, National Industrial Conference Board, 
New York. 
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Readjustment of salary allowances is proposed 
so that the Bureau of Internal Revenue may be able 


to secure and retain a larger number of high grade,¥ 


mature and competent men than it has at present. 
Statistics presented on the turnover of positions 
in the Bureau of Internal Revenue indicate that 
there is immediate need for remedy along this line. 
It is shown that many men remain in the employ) 
of the Bureau only long enough to acquire the] 
experience and training which the work offers and) 
then resign from the service to enter the employ- 
ment of taxpayers at higher remunerations. Com-) 
pensation below the prevailing level and apprehen-| 
sion about secure tenure of office is credited with 
being largely responsible for the heavy turnover of 
employees. 


A Board of Appeals outside the Bureau of In-| 
ternal Revenue is recommended. It is urged that! 
the Board be of such size that it can be divided in’ 
several sub-groups, each of which shall hold hear-7 
ings and determine settlement in order that back 
cases be as expeditiously cleaned up as possible.’ 
Figures cited from the report of the Tax Simplifica- 
tion Board show that as of September 30, 1923,) 

there were 302,765 returns for the years 1917 to 1920,} 

inclusive, which had not been settled ; of these 16,3207 

were of 1917, 55,122 of 1918, 89,092 of 1919, and 

142,231 of 1920. 
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Some scheme of administrative decentralization 
is held to be essential and in this connection sug-) 
gestion is made that the systems followed in Great? 
Britain and Canada could profitably be studied for] 
remedial suggestions. The adoption as a whole? 
of either the British or Canadian plan is not recom- 
mended. Procedure in those countries is repre-7 
sented as having many merits of decentralized ad-7 
ministration which, modified to suit our particular/ 
conditions, are capable of introduction into this? 


country. ' 3 


The practice of the Bureau in seeking a waiver) 


of the taxpayer of his rights under the statute of 7 
limitation is condemned. Reference is made to the 7 
many cases where, because no waiver was given, 7 


arbitrary assessments have been made, apparently | 
with the intention of making them high enough to) 
cover any possible contingencies. Such potential] 
liahilities even if eventually found not to be due} 
frequently prove very injurious to a business. 
is the opinion of the committee that if the Bureau 


cannot make a review and assessment within the? 
prescribed period, a taxpayer’s return should be ac-/ 


cepted by the Government and the matter closed, j 
to be opened only in case of fraud. 
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To give relief to concerns and individuals who 7 


are called upon summarily to pay assessments after” 
an appeal from such assessments has been taken, 


it is urged that the law be changed so as to allow ; 


the giving of adequate bond and the postponement 7 
of actual payment until the appeal has been heard) 
and determined. Attention is called in this connec-| 
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Jtion to cases where bankruptcy has been precipi- 
tated by the demand of the Bureau for payment of 
Hadditional assessments. Irreparable injury has been 
= done to many concerns as a result of unreasonable 


d and unwarranted assessments. 
rade,” 


sent.) It is recommended that provision be made for 
ions scentral housing of the Bureau of Internal Revenue 
that }where adequate facilities will be available for hav- 
line. jing all employees of the Bureau under one roof, 
ploy|jand for retaining and storing in a safe place all the 

the Joriginal copies of taxpayers contracts, documents, 
and ™ books, papers, etc., which have been sent to Wash- 
nloy- Jington at the request of the Government. 


-om-G Finally it is urgently submitted that all interpre- 
hen-Ftations of tax law and all rulings of final import, 
with@ whether in favor of or against the taxpayer, shall 
er of} promptly be published. Reference is made to the 

Hrecent statement of a former chairman of the Com- 
f [n-|mittee on Appeals and Review that there are some 
that()4000 rulings of that body alone and that only 10 
ed ins Pet cent of these rulings have been published. 


hear-} In emphasis of the need for sound administration 
back the committee quotes from the Royal Commission 
sible.) on Income Tax of Great Britain as follows: 


ifica- 9 “Even good administration cannot prevent taxation from 

1923, being to some extent unpopular with those who contribute 

1920, to it, because taxation deprives the citizen of a portion of 

6.3205 his means and devotes it to objects with which he may 

: Shave little acquaintance and less sympathy, but an adminis- 

, and tration that is sympathetic and scrupulously fair, while 

Jadopting proper safeguards against evasion, can do much 

to reconcile the taxpayer to his lot, and convince him that 

ation within the limits of the statutes the tax has been laid upon 
sug-|) him with due care and justice.” 


Great) The proposals made by the National Industrial 
d for§ Conference Board are reasonable and practical. 
vhole > Whatever differences there may be among individ- 
2com- juals as to the proper distribution of decrease in the 
‘epre- } tax burden between income tax classes, there can 
d ad-7 be little question about the desirability of eliminat- 
icular) ing existing inequities in administration of the 
. this} income tax. 





yaiver | 


ite of | The Tax Reduction Campaign 

to the” cen 

yiven, For the first few months of the agitation for re- 
-ently|, duced taxes there seemed to be a concerted effort, 


eh to nation-wide in scope, to create the impression that 


ential), ‘ere was but one single method of reducing taxes. 
e due here was a further attempt to have the public 
i believe that anyone who did not endorse the Mellon 
ureau | Plan precisely as it was presented to Congress by 
= Chel the T reasury Department was against tax reduction. 
be ac--, Everybody wants tax reduction. Taxpayers 
Josed,) 2!ways have wanted it, no matter how light the bur- 


\den. They want all taxes abolished. There has 
» never been any room for doubt about that. The war 
who 7 debt and current costs of government, however, 


3 
s after 9 definitely limit the amount by which taxes can be 
taken, } reduced. 


oe ) The real question then is and has been—how, for 
parent ) the best interest of the public at large and in justice 
care to all income taxpayers, should the amount by 


onnec-@ which taxes can be reduced be distributed between 


) the taxpayers in the various income classes? 
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The methods used in stimulating support for the 
administration plan of distributing the tax reduc- 
tion benefits unfortunately invited the suspicion 
that something akin to gold brick salesmanship was 
necessary in order to win general favor. The public 
had a right to expect that the tax reduction issue 
would be fairly and soberly presented. 


Even though the House of Representatives may 
not have acted with consummate wisdom on the tax 
measure, there is some compensation at least in the 
opportunity which has been afforded the country 
at large to realize that there was really a choice 
between several methods of alleviating the income 
tax burden and that the option was not limited 
between the Mellon plan and no soldiers bonus and 
a soldiers bonus and no tax reduction. A chance 
has been given to weigh the merits of the several 
plans and to pass judgment on the appeals for each. 
That chance should have come in the earlier stages 
of the legislative program. 


The repeated assertion that the high surtaxes 
were really not a tax upon wealth but were passed 
directly to the consumer, and even pyramided in the 
process, has served to undermine confidence in the 
sound premises in support of the Melion tax reduc- 
tion schedule. 


Exposition of the probable extent to which taxes 
are shifted is authoritatively presented in this-issue 
by Professor Seligman. In this treatise, he con- 
siders not only income taxes as applied to individ- 
uals but also such taxes as they affect corporations. 
There is no contemplated change in the rate of taxa- 
tion of corporations. Present interest is primarily 
in the extent to which individuals are able to shift 
the burden. Professor Seligman’s analysis of the 
issue does not support the view that individuals can 
directly pass their income taxes on to someone else. 
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Opponents of the Oregon Income Tax Law 
Gird for New Battle 


(Continued from page 115) 


requires a copy of the Federal income tax return 
to be filed with the state return. That specification 
goes far in safeguarding the revenue interests of 
the state, but many of the taxpayers are of the opin- 
ion or hope that it conflicts with the Federal regu- 
lation providing that Federal returns are to be con- 
fidential. It is probable that the constitutionality 
of this feature of the law will be taken into court 
for decision. 


The proponents of the income tax law can see no 
justification for attacking the validity of the entire 
law even though it be granted that some of the 
features are short of perfection. Meanwhile a cry 
of alarm over the effects of the tax on business is 
being methodically raised. 












_ For rates and further CERTIFIED PUBLIC ACCOUNTANTS 
information write to of- SPECIALIZING IN FEDERAL 


fice of publication. 





GREGERSON BROTHERS 


CERTIFIED PUBLIC ACCOUNTANTS 
INCOME TAX CONSULTANTS 


SPECIALISTS ON FEDERAL INCOME TAX PROBLEMS FORCURRENT YEAR AS WELL AS ADDITIONAL 
ASSESSMENTS FOR PRIOR YEARS 


OMAHA NATIONAL BANK BLDG., OMAHA, NEBRASKA 











wore acs alain careless i sn alent ed ce vite 


THE J. P. GARDNER COMPANY 


TAX PRACTICE 


FEDERAL RESERVE BLDG. 
PITTSBURGH, PA. 





Communications from Readers 
(Continued from page 119) 


explaining to thousands of persons why they should not © 
pay the full amount of the tax which a few months earlier 7 
they were assured was due. Undoubtedly, the cost of the © 
clerical work and the postage necessary to return checks for 
cancelled last installments and to make refund of taxes paid |) 
before the rebate is effective will favorably compare with | 
the loss of revenue which would result from the repeal of 7 
some of the nuisance taxes which we are asked to regard as 4 
indispensable for reasons of revenue. 4 
: 
3 
| 
4 





Only one conclusion seems to be open in view of all these 
indications that the 1923 rebate is purely the result of politi- 
cal consideration and is not based upon any economic justifi- | 
cation. This is that it represents an attempt to disburse | 
$232,750,000 from the treasury of the United States for the | 
purchase of votes for the Republican party in the coming 
presidential campaign. 

; Very truly yours, 
“TAX ATTORNEY.’* 


* At the request of the writer, his identity is withheld. 


On the grounds that taxation of gains from capital assets 
interferes with real estate transactions, the National Association | 
of Real Estate Boards has proposed to the Senate Finance Com- | 
mittee that the tax on capital gains be eliminated from the | 
revenue bill. 





